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A .Banker’s Diary 


THE diagnosis of Britain’s economic plight has taken a long step forward in the 

past few weeks. Even before the publication of the Government's exhortatory 

White Paper*—released just before THE BANKER went to 

Coal, Dollars press—people generally were coming to see that the 

and Hard immediate future will turn very largely upon supplies of 

Work three things—coal, dollars and hard work. And Britain has 

too little of each. The real advance in diagnosis, however, 

lies less in the recognition of these bottlenecks—for the shortages were plain 

enough before—than in a realization that each is acting and reacting upon the 
other with cumulative effect. 

The balance ot payments is now perceived not only or even primarily 
as a global problem, but particularly as a problem of dollars. While Britain’s 
global deficit has contracted sharply, the dollar deficit is alarmingly wide, 
because a large part of British exports are in effect being used, not to pay for 
vitally needed imports, but simply to redeem accumulated overseas debt. 
Given the difficulty, and perhaps the political impossibility, of enforcing a 
directional control of exports, the dollar problem can scarcely be solved by 
itself. Even greater vigour is therefore needed in the assault upon the global 
problem, which can hardly respond except to an increase in the total volume 
of British production and productivity, both of which are functions of hard 
work. But exports and production are both facing grave handicaps from the 
fuel shortage, which in its turn accentuates the shortages of other key 1uaterials, 
both imported and home produced. Among the prime needs of the moment, 
therefore, is to add effective economic incentives to exhortation as a means of 
stimulating effort. Upon this issue, as upon economic policy as a whole, the 
White Paper was rather ominously reticent. 

For the wider recognition of the home-truths, the annual statements 
by the bank chairmen can claim a goodly share of the credit. This year’s 
symposium is particularly realistic. The bankers’ comments on cheaper money 
are discussed at length in a separate article, but their judgments on the general 
economic situation also deserve careful study. One statement atter another 
emphasizes the need for greater productivity combined with reasonable 
control of wage costs. One after another points out that this year’s progress 
in total exports is no measure of what can be done when international com- 
petition, already noticeable, becomes fully effective, and the sellers’ market 
ends. All agree that the breathing space afforded by the American loan—a 
space which grows dangerously shorter as the drafts on the dollar credits 
mount—is but a fleeting opportunity in which to restore the fundamental 
basis of Britain’s economy. The moral of it all is, first, that everyone must 
work harder ; secondly, that the efforts of Britons to expand the total output 
must be supplemented, wherever feasible, by importing labour from abroad. 
There is little that is new in these counsels. But the bankers have helped a 
great deal to drive the vital lessons home. 


* Statement on the Economic Considerations affecting relations between Employers and Workers. 
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THE tap for the 2} per cent. Treasury one-way option stock closed on January 
11, after the sales of the final weeks had dwindled to very small figures, except 
for a modest upturn in the final ten days following the usual 

The Tap “last chance’ warning. The total issue for cash amounted 

Closes to £176 millions, or nominally £51 millions more than was 

needed to repay the unconverted portion of Local Loans stock 

on January 5. But, as is explained in an article on page 77, this excess is no 

measure of the financial results of the operation—to force the pace by this 
2} per cent. irredeemable the Treasury had to draw heavily on the banks. 

In the circumstances, it is scarcely surprising that there has been no further 
turning of the cheap money screw in the past few weeks. The latest Corporation 
issues and the Australian conversion have been launched on terms which were 
certainly not above the current market level—2} per cent., 1970-75, at par— 
though in the case of Australia, in particular, such favourable terms plainly 
show how cheap money pressures eliminate the normal differentials of credit 
rating. Meanwhile, the apprehensions of holders of nationalization stocks have 
been faintly relieved by the Chancellor’s promise that the rail compensation 
stock will have a final redemption date—apparently ‘‘ within this century ”. 
But most of the gilt on this dry gingerbread has been taken away by a rather 
curious internal operation. The transfer of the mines to the National Coal 
Board was made the occasion for a conversion of the {69.5 millions of 3 per cent. 
Coal Commission guaranteed stock, 1980-2016, originally issued to the National 
Debt Commissioners, into a 2} per cent. stock. The dates for this are 1986-2016 
and the internal valuation, for the purpose of making the exchange, was 100}. 


THE November elections in the United States raised two great queries over 
the economic scene in that country, and, therefore—such is the dominance of 
America’s economic réle to-day—in the world asa whole. The 
The first concerned the extent to which the new distribution of 
American political forces would affect domestic economic policy—in 
Erigma particular by altering the speed with which the remaining 
controls were discarded, by Budget policy, and by minimizing 
the attention paid to newly-formed bodies advising on economic policy. The 
second raised the question of the continuity of American foreign economic 
policy : how far, in particular, could the world now depend upon the main- 
tenance of the Cordell Hull philosophy which has radiated from the State 
Department for over fourteen years and on which every plan for furthering 
international economic collaboration is built ? 

President Truman relieved much of the uncertainty on the first count by 
rapidly scrapping the remnants of economic controls, thus anticipating action 
which the new Congress would have been certain to take. It should be added 
that the removal of price controls has had no inflationary effect after the first 
bound of unleashed markets ; the tendency over the past month has been for 
dollar prices to fall slightly, for inventories to rise, and security markets to sag. 
There is no evidence yet of the boom-bust sequence which has been so widely 
predicted. Indeed, the action of the Federal Reserve authorities in reducing 
margin requirements on security loans from 100 to 75 per cent. is an indication 
that these ultra-cautious quarters have now shed their fears of inflation. 
On budgetary policy there promises to be a serious clash between the new 
Congress and the Administration. The Republicans, rather rashly and to the 
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regret of some of their more responsible members, fought the election on a big 
tax reduction platform and in the first flush of victory crystallized their 
programme with a specific demand for a 20 per cent. cut in income tax. The 
President, in his Budget message to the nation, has foreshadowed a $5 billions 
cut in expenditure to $37.5 billions, with revenue estimated on the basis of 
existing taxes at $37.7 billions, thus envisaging a modest surplus of $200 
millions. If the Republicans insist on their promised tax cuts and at the same 
time on the Budget surplus which is the corner-stone of their fiscal policy, it will 
be difficult to avoid serious curtailment in the expenditure on the armed 
forces, and all appropriations for external loans or relief will have to disappear. 
The battle on this issue will take up a considerable part of the time of Congress 
between now and the summer recess. 

On foreign economic policy the omens are better than might have been 
expected. Senator Vandenberg has declared that reciprocal trade agreements 
will continue, and Senator Taft has given a blanket blessing to the tariff and 
preference negotiations of next April, but with a warning to the U.S. delegates 
that they must not be too open-handed and must match anything they give 
away with ample reciprocal concessions from the other parties. Senator 
Vandenberg, however, has spoken critically of foreign State monopolies and 
(with an eye on Britain) of ‘‘ the growing habit of making bilateral agreements 
for economic as well as political purposes ’’. Under the new dispensation the 
Americans will continue to play ball according to the Cordell Hull rules, but 
with an even keener eye for fouls than they have shown in the past. 


THE political changes in France that attended the birth of the Fourth Republic 
were effected with sufficient harmony and smoothness to divest them of their 
threats to the great monetary experiment launched by M. Blum 
Policy for during his short tenure of the premiership. To the cynic that 
the Franc experiment may appear to have been based on bluff alone ; 
but there can be no denying the fact that its initial impact on 
the franc situation has been favourable. The reasoning of M. Blum and his 
experts was that, as the rise in French prices had been proportionately much 
greater than the expansion ir currency and credit, it was, in effect, a reflection 
of loss of confidence in the currency which found its expression in hoarding of 
goods. This thesis certainly accorded with all the evidence. It has always 
been the fate of a depreciating currency that the nominal value of the whole 
stock of money, no matter how fast it rises, never catches up with the loss of its 
purchasing power. At the climax in the inflation of the German mark the 
total exchange value of the billions of marks outstanding was no more than 
about £50,000, and its purchasing power even less, because everyone in Germany 
had ceased to accept currency. The Blum experiment sought to arrest this loss 
of confidence in the currency and the attendant increase in the rapidity of its 
circulation by decreeing a 5 per cent. cut in all prices, to be followed later by 
a further 5 per cent. cut, and thus to give the “ psychological shock ”’ which 
might break the expectation of an ever-rising level of prices. If this could be 
done, holders of hoarded commodities would be induced to sell now rather 
than wait. The downward movement in prices would thus acquire its own 
momentum and the supply situation in France would be eased by a liberation 
of the considerable stocks that have accumulated at every link in the chain of 
distribution merely as a result of the flight from the currency into goods. 
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This purely “ psychological ’’ gesture has been accompanied by increased 
severity of enforcement in the control of prices and, more important, by 
compulsory declaration of all inventories of goods and materials held by 
wholesalers, retailers and manufacturers. The French Government have fixed 
what should be “ normal stocks ’’ in various sections of trade and industry 
and have declared that any accumulation of stocks beyond this level will 
attract severe penalties. This, with the establishment of ‘‘ sample shops” 
at which goods are sold at the correct controlled prices, has given the Blum 
experiment a good send-off. It needs little experience, however, especially 
French experience, to prove that psychological and enforcement measures 
are not enough to combat inflation. The French Government has yet to show 
that it can successfully tackle the problem of the Budget, whose persistent 
deficit must perforce be covered by loans from the Bank of France. Nor doesa 
successful wage stabilisation policy appear to have been implemented. 
Finally, the problem of industrial production awaits greater supplies of coal, 
and the recent Anglo-French discussions in London yielded little promise on 
this score. But these discussions, by envisaging an Anglo-French political 
and economic alliance, undoubtedly strengthened the basis of confidence on 
which the work of financial regeneration in France must be built. 


A MEMBER of the U.S. Congress has pressed for publication of the corre- 
spondence that has passed between Mr. Snyder, U.S. Secretary to the Treasury, 
and Mr. Dalton on Britain’s alleged violation of the Anglo- 

Argentine American financial agreement through the terms of the 
Agreement: recently concluded Anglo-Argentine agreement. The dispute 
An American arises from the clause in the latter agreement which provides 
Protest that Argentine sterling balances may be iiberated, beyond the 
agreed scale of yearly releases, if required to meet any deficit 

on the balance of payments between Argentina and the sterling area. This 
provision does, indeed, run counter to the principle of the Washington agree- 
ment that any sterling liberated from accumulated balances will be made 
available for expenditure in any currency area in the world—whereas, in the 
hypothetical Argentine case, the additional release of sterling would be solely 
for the purpose of discharging debts to the sterling area. The British answer 
to this little lapse was, in effect, that the Americans were making a fuss about 
nothing, because there is no chance whatever that Argentina may run into 
deficit with the sterling area during the five-year period of the Anglo-Argentine 
agreement. In other words, the British have admitted guilt on the question 
of principle, but have pleaded that, though they may have sinned in thought 
and intention, they are unlikely on this occasion to sin in deed. The issue 
should have taught British negotiators to be more careful even with empty 
concessions—as this one undoubtedly was—in the future. The incident has 
also revealed the doctrinal zeal of the United States in its true and forbidding 
colours. In effect, the United States is insisting that, if Argentina happens 
to buy on purely commercial considerations more from the sterling area than 
her exports to that area (plus the released quota of accumulated balances), 
she shall not be allowed to meet the debt by dipping further into those balances, 
but shall either pay in gold or call upon Great Britain to accumulate pesos. 
Put in this light, the American complaint begins to look far-fetched. The 
oftending clause in the agreement with Argentina would not release sterling 
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to be used exclusively to finance imports from sterling countries. It would 
merely effect such releases to meet a debt already incurred for past current 
transactions. There is no taint of conscious bilateralism or of discrimination 
in such a procedure. 


SincE the New Year sterling has made a further important stride in its climb 
back to its former status as an international currency. The latest move owed 
its initiative to Canada, though, of course, it was not made 
Canada and without prior consultation with the British authorities. 
Sterling Canadian importers and exporters may now trade on a sterling 
basis in their operations with 22 countries, including the 
United States and other hard currency countries, such as Mexico and Venezuela, 
with which Canadian trade was previously effected exclusively on a dollar 
basis. The relaxation should increase the use of sterling and sterling accept- 
ances in trade from which this currency has been excluded since 1939. It 
anticipates the increased use of sterling that may be expected to result from 
the complete freeing, on July 15 next, of sterling resulting from current 
transactions. The permissive use of sterling in trade between Canada and the 
United States should also have the effect of transferring some of the strain 
of Britain’s drawings on the Canadian credit to the U.S. line of credit. Both 
credits are being drawn upon more rapidly than could be desired, but the rate 
of encroachment on the Canadian credit has been the greater. By using 
sterling to pay for Canadian imports from the United States, the pressure on 
the two credits can be equalized. From the Canadian point of view, the 
change would also have the advantage of relieving some of the current pressure 
on the Canadian exchange position. There is evidence that, since the revalua- 
tion of the Canadian dollar to parity with the U.S. dollar, the Canadian 
exchange control has faced a decline in its U.S. dollar holdings. There is no 
suggestion that the revaluation of the Canadian dollar was premature or 
unjustified, or that it may have to be undone. But the adjustment to the new 
situation, especially as it has occurred at a time when U.S. capital has ceased 
to move into Canada at the high rate of the war years, has put an unexpected 
strain on Canadian reserves. Meanwhile, Canada has recently restored import 
tariffs on British goods to their pre-war levels. The preferential rates were 
lowered in 1940 to encourage imports from Britain and thus to conserve U.S. 
dollars. But as the negotiations on tariffs and preferences between the nuclear 
countries are in the offing, Canada has decided that the normal position must 
be restored before the actual bargaining for new rates begins. 


THE turn of the year in the money market was remarkable for the cessation 
of clearing bank window-dressing, the implications of which were fully dis- 
cussed in THE BANKER last month. Except for the usual 

The New Operations of the outside banks—several of which also make up 
Cash Ratio their balance-sheets at the year-end—and one or two of the 
smaller clearing banks which had not already established their 

cash position on the basis of the new 8 per cent. ratio, the 

market was almost free from “ calling ”’ on the last day of the year. It did 
not, however, avoid recourse to the special buyer despite its preliminary 
sales of bills on the two preceding business days, a circumstance which wrongly 
gave the impression that the arrangements had not worked so smoothly as 
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had been hoped. But in fact the need for finance was due to an unusual 
incidence in the Treasury bill calendar which made it necessary for the 
market, contrary to past practice, to pay for a substantial part of its large 
bill quota on December 31. Taking the year-end period as a whole, the 
resultant credit creation was probably no more than about £40 millions— 
substantially less than half the requirements of previous years. If the banks 
manage well, the requirements in future years should be appreciably less, for 
all except one of the clearing banks, as the table on page 103 shows, in fact 
worked on this first occasion at a cash ratio well above the new target. 


THE BANKER is always glad to publish well-informed and reasoned contribu- 
tions which promote healthy discussion of current economic problems. One 
such article—in the issue of last December—on the tech- 


Irish nical structure of Irish banking, has aroused considerable 
Banking controversy, and not a few misconceptions, in Ireland. 


Controversy This month, therefore, we print a further article, by Pro- 
fessor G. A. Duncan of Trinity College, Dublin, which 
develops a different point of view on banking technique and also explains 
some of the fallacies of popular discussion. The first article, by Mr. Laurence 
Hooper, drew attention to the familiar pecularities of Irish banking, especially 
(1) that Eire’s strongly favourable balance of external payments, particularly 
during the war, has built up a very large holding of sterling assets, a large 
part of which is held by the banks; (2) that the banks’ purchases of these 
sterling claims from Irish residents have produced a large increase in bank 
deposits in Ireland, and were in fact responsible for the whole war-time 
increase, because bank loans and investments in Eire have not expanded ; 
(3) that Eire’s banking system, always exceptionally liquid (because its sterl- 
ing ass-ts can be turned into cash in Eire at any time), has become even 
more so ; and (4) that, in consequence of this liquidity, and of the absence 
of any organised money market in Eire, the Central Bank is unable to 
employ normal methods of credit control. Mr. Hooper advocated an attempt 
to remedy this deficiency in technical banking equipment. Professor Duncan 
comments on this analysis, and concludes that it would be impossible to create 
in Eire a miniature of the London central banking structure ; and that, given 
the extremely intimate relationship of Eire’s whole economy to this country, 
efforts to create a specific mechanism of central control would be pointless. 
The discussion is complex, and cannot be briefly summed up. But on the 
issues of popular controversy four things are ciear. First, the absence of any 
expansion of the banks’ domestic lendings cannot be attributed to any technical 
deficiency in the central structure. Nor, equally emphatically, is it due to the 
large resources which the banks employ in sterling securities, for the possession 
of these very securities, since they are equivalent to cash, gives the banks a 
huge potential capacity to lend in Eire. Moreover, any increase in such 
lendings would not reduce (except perhaps in the short run, and to a less than 
corresponding extent) the sterling assets of the banking system as a whole. 
Finally, if the technical deficiency has disadvantages, they lie not in the 
inability of the Central Bank to expand domestic credit, but in its inability 
to contract it. This might be dangerous if the commercial banks were, in 
present conditions of scarcity, disposed to lend aggressively ; but it is the 
opposite tendency of which the popular critics complain. 
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Bankers and Cheap Money 


HE bank chairmen seldom speak with one voice, but this year their 
"T pronouncements have come near to unanimity on many issues of the day, 

particularly on the question of cheaper money. On this matter the 
tones of some were almost strident, others more restrained, but in all—or 
nearly all—a note of warning is plainly discernible. It comes opportunely. 
The banks this year look back upon the period of fastest expansion of the 
volume cf money in recorded British history. In the past nine months, as a 
later article more fully explains*, new bank deposits have been created at the 
rate of {100 millions per month. This is almost three times the average rate of 
growth during the war, and more than two and a half times the rate of the first 
two years of war, when credit expansion took the main burden of war financing. 
Or, to put the matter in another way, in these nine months a volume of deposits 
has come into being equal to more than 40 per cent. of the total deposits 
existing at the outbreak of war. Yet this breath-taking expansion has occurred 
at a time when Government expenditure has been falling rapidly, when 
reconversion and housing have been proceeding only slowly, when there has 
been some transitional unemployment and when, therefore, the national 
income expressed in “‘ real” terms has certainly been falling. 

Hardly anyone now doubts that one of the most important causes of this 
money creation is the cheaper money policy. To put the matter in its simplest 
terms, if interest rates had stayed at their VJ level, the general desire to hold 
savings in cash instead of securities would surely have been much less pro- 
nounced. People would have lent more to the Government and kept less with 
the banks, and would have bought a larger proportion of the gilt-edged 
securities which industry has sold to the banks to finance reconversion. But 
that is not all. There is little doubt that the public is not only keeping a larger 
proportion of its new savings in cash, but is tending to turn its old savings into 
cash, both by encashing savings certificates and bonds and by selling gilt-edged 
securities. To prevent these sales from undermining the cheaper money policy, 
the Government has repeatedly been obliged to absorb the securities itself, 
paying for them with new credit borrowed from the banks. 

In the past three months, moreover, this process seems to have been sharply 
accelerated. There was a pause in August and September—just before the 
Chancellor challenged THE BANKER’S now familiar computations. In the 
last quarter of the year, however, the disparity between the favourable trend 
of Exchequer expenditure and the creation of new money widened very 
strikingly. On a conservative estimate—putting the finance secured by the 
Government from overseas sources at less than the disclosed drafts on the 
North American credits—the amount available to the Government in these 
three months through creation of new money was fully {250 millions more 
than its disclosed needs. The conclusion, once again, is inescapable that the 
Government employed a sum of roughly this order of magnitude in purchases 
of gilt-edged securities. These operations cannot be dismissed on the ground 
that they were associated with the coming redemption of Local Loans, some 


* See pages 99-105, ‘‘ The Banks in 1946’. 
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£125 millions of which remained to be paid off in cash just after the end of the 
three months in question. Even if the authorities, by their aggressive market 
operations, had bought up the whole of the unconverted Locals, so that no 
effective cash payment at all was needed for the ‘‘ redemption ”’ on January 5, 
this would still account for only half the £250 millions or more of presumed 
purchases. In other words, even or this assumption (which can be only 
partially true), a further £125 millions at least must have been directed into 
marketable gilt-edged securities during the three months. 

It is, ot course, part of the normal technique of Treasury re-financing for 
the ‘‘ departments ’’ to absorb large quantities of any stock which is about to 
be repaid in cash. Such operations, which in effect spread the cash repayment 
over a period and thus reduce the amount of cash which has to be found on the 
formal due date (since the Government on that day “ repays”’ itself), are 
necessary for the smooth working of the money market. Moreover, unless 
the public response to the conversion offer is very large, normal ‘‘ manage- 
ment ”’ would also involve departmental purchases of the maturing stock for 
the purpose of conversion : the departments would to this extent be “ repaid ” 
in new stock instead of in the “tap” Treasury bills (or ways and means 
advances) which are the internal equivalent of cash. This process is analogous 
to underwriting, and is almost bound to be employed unless the response is 
so poor as to persuade the Treasury that it stands little chance of establishing 
any wide market in the new stock in the future. 

Both types of operation have certainly taken place in the recent instance. 
But purchases of Local Loans can hardly explain the whole £250 millions or 
more of ‘“ support ’’ which the figures suggest, for that would mean that the 
authorities had bought up the entire amount held by the public—the market 
estimated the initial official holdings at {170 millions. Part of the {£250 
millions must therefore have comprised other securities—not excluding the 
“cash”’ portion of the new Treasury stock. These estimates, moreover, relate 
to net purchases. Public subscriptions—whether by cash or conversion— 
were obviously far from sufficient to cover the Locals; but it cannot be 
argued that the difference has been made up by the sales of dated stocks 
(such as 1? per cent. Exchequer Bonds) to meet the rush which the unattractive- 
ness of Treasury stock induced. On the contrary, the resultant of these factors, 
to date, has been the transfer of another {250 millions or so of cash to the 
public, in return for an equivalent part of its gilt-edged holdings. 

The significance of this calculation is that it provides some statistical 
support for a belief that has been steadily growing in the City for some weeks 
now. It is widely felt that, since the launching of the tap for the 2} per cent. 
one-way option stock, and especially since the announcement of the terms for 
rail nationalization, the underlying resistance to cheaper money has been 
stiffening fast. Despite the effectiveness of the tap experiment in hoisting 
prices of dated stocks, and despite the leverage that is being exerted upon the 
markets generally by the impending disappearance of high-yielding equities in 
the industries to be nationalized, more and more people believe that Mr. Dalton 
will be unable to push his programme much further. The institutional 
investors, like private individuals, are facing real difficulties at current yield 
levels, and, though they have repeatedly been forced to dance to the Chan- 
cellor’s tune, they can scarcely forget that they themselves expect to be 
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among the many who may be large sellers of gilt-edged when the nationalization 
compensation stocks are issued. Those “ take-over ’’ dates are beginning to be 
regarded as a sword of Damocles over the gilt-edged market. 

After the past year’s experience it would be unwise to prophesy. Mr. 
Dalton said in his retort to THE BANKER that he would “ use his strength ”’ 
to make his will effective ; that £250 millions may be the first measure of it. 
Even so, it seems that the programme is entering a new phase. Until the early 
autumn it was possible to feel that, if only the Chancellor exercised due 
patience, the cycle of each operation might more or less complete itself— 
that is to say, the credit expansion needed to produce a lower interest basis 
might later be largely cancelled after the resultant glut of liquidity had broken 
down investors’ resistance to the new level. Now, however, this looks much 
less assured. The theory may still hold good, but at least the time cycle 
required now is much longer, and Mr. Dalton’s tactics have not been notable 


for patience. 
ue 


Now come the bankers’ pronouncements to reinforce these general im- 
pressions and add the weight of institutional authority to the growing doubts. 
The highest-pitched criticism is that of Capt. Eric Smith, the new chairman 
of the National Provincial Bank. He questions the wisdom of so “ rapid a 
transfusion into the blood-stream of the country ”’ and pleads for a return 
of the bleeding-bowl, denying by inference the Government’s claims that 
current interest rates are a measure of Britain’s credit standing. For trustees 
with an inflexible deed, he declares, the Chancellor’s conversions come 
“perilously near to forced loans’. Finally— 


Cheap money is not an unmixed blessing, although clearly attractive to a Treasury 
attempting to cope with approximately £24,000 millions of debt. It carries in its 
train considerable hardship to those who live on the income from savings and the 
products of commendable thrift. It reacts unfavourably on life assurance and the 
benefits to be derived from pension funds. It discourages those with an incentive 
to save and encourages prodigality. It has the effect, in the investor’s search for 
income, of inflating stock prices to figures which are often entirely out of proportion 
to asset values, and it creates paper profits which are frequently as unjustified as 
they are unhealthy. It is, in fact, an additional tax levied upon a particular section 
of the community. 


Hardly less outspoken was Sir Noton Barclay, of the District Bank, who 
regards cheap money as “‘ flirting dangerously with inflation ”’, declaring that 
the policy— 

may result in a great part of the national debt being transferred from the general 

public to financial institutions and Government departments. From what the 

Chancellor has said he would appear to be unmoved, provided the inflationary 

aspect is only potential, and here, obviously, he is conscious of the power he wiclds 

through controls. Controls seems a poor foundation for the Chancellor’s com- 
placency, and unleashed spending with consequent inflation appears to be by no 
means remote. 


Mr. Rupert Beckett, of the Westminster Bank, finds the ‘‘ unrelenting 
pursuit of cheap money . . . arbitrary and often inequitable in its effects”, 
and emphasizes the consequential difficulties for small ventiers and trustees. 
He concludes— 
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Cheap money involves a fine balance of conflicting interests, and we appear to 
have arrived at a point where particularly sound judgment is called for. A significant 
feature is that the continuous down-drive of interest rates forces investors to seek 
better yields elsewhere, inflating prices of equities and of new share issues to levels 
which may not prove justified by actual trading results in the years ahead. 
Barclay’s chairman, Mr. Edwin Fisher,* as usual spoke in more measured 

periods, but not less effectively. After remarking that, from the time of the 
war loan conversion in 1932, cheap money has “ had advantages of great 
importance” and that low rates “‘ have a special place”’ during the recon- 
struction, he observed— 

Cheapness, however, from the broad national standpoint is relative. Just as 
very high rates may have damaging consequences, so it is possible to force rates 
too low. It may well be that the limit has been reached beyond which a reduction 
would do more harm than good, but whether it has or not, it is clear that the point 
has come when no action aimed at the further cheapening of money should be 
embarked upon without the most careful study. 


True to its tradition, the Midland Bank does not join in the chorus of doubts 
about cheaper money—but the Midland was pleading for monetary expansion 
in the days when Keynes had scarcely made his voice heard (on this matter) 
outside the lecture room. The bank’s chairman, Lord Linlithgow, this year 
avoids all current controversy, giving instead an informative account of the 
internal reconversion of the bank and the growth of its business. But the 
Midland’s managing director, Sir Clarence Sadd—in his inaugural address as 
President of the Institute of Bankers—was more venturesome. After 
emphasizing that risks are inevitable in an experimental phase which has 
reconstruction and full employment as its goals, he added a weighty passage 
to the warnings about the growth of the volume of money and the drive for 
liquidity (which, he pointed out, is incidentally evidenced by the concentration 
of funds on personal accounts). He believes, however, that monetary expansion 
may soon reach its peak. Is this an oblique way of predicting that cheaper 
money may not be driven much further ? 

Lloyds’ chairman pointedly refrains from forecasting, and is careful to 
point out that it is doubtless within the power of the Chancellor to reduce 
interest rates further if he is prepared to increase the proportion of floating 
to total debt. But Lord Balfour has no doubt that a further reduction would 
be undesirable. After agreeing that a “ reasonably low rate ’”’ is essential to 
ease the burden of the national debt, he declares that— 


particularly when taxation on the modern scale is operating concurrently to reduce 
still further the return from savings, regard must be had to the effect on national 
habits of thrift. Individual saving has still a rdle to play as a source of capital for 
enterprise, and thrift is valuable for that reason to the whole body politic as well 
as to the individual saver. But at the present moment it plays an even more vital 
part in mitigating the pressure on the various physical controls which are still the 
necessary bulwarks against the perils of a purchasing power greatly in excess of 
the volume of purchasable goods. . . . On balance the reduction in rate has 
gone as far as is consistent with the maintenance of that wholesome relation between 
spending and saving which, together with increased productivity, is vital to the 
restoration of our economic health ”’. 








* Just as this issue of THe BANKER went to press, the City was shocked by the sudden 
death of Mr. Edwin Fisher, at the early age of 63. He had been chairman of Barclays since 
1936, and will be greatly missed. 
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It is just worth noting that this view is evidently not on all fours with that 
of the bank’s economic adviser, Mr. Manning Dacey, who in the current issue 
of the bank’s review explains afresh the mechanics of credit creation in relation 
to cheap money, on the lines of THE BANKER’S analysis of last October. He 
employs a similar formula to compute the scale of Government operations and 
concludes that, from the point of view of credit expansion, “ there can be 
no dispute that the position has changed very much for the worse during the 
present financial year”’. As an exponent of the pure theory of cheap money 
and one, moreover, with particular faith in the efficacy of present physical 
controls, he is not, however, apparently disturbed by this deterioration. The 
huge creation of credit in recent months, it is suggested, arises simply because 
the public has not yet accustomed itself to 2} per cent. as “‘ an appropriate 
yield on irredeemables "’. In other words, the implication is that the theoretical 
cycle of credit expansion followed by contraction is still operating. But even 
Mr. Dacey does not expect the contractionary phase to occur in the fairly 
near future unless the Chancellor “ is content to leave well alone ”’. 


* 


There is, then, an unusual consensus of banking opinion that the cheaper 
money policy has been pushed far enough. It is true, as THE BANKER has 
repeatedly pointed out, that if physical controls upon spending were both 
comprehensive and watertight, the rapidly mounting volume of money would 
hold no immediate dangers. An excess of money cannot do damage unless 
and until it is spent. But it would be naive indeed to suppose that the volume 
of spending now would have been just as great if interest rates and the volume 
of money. had been held at about the levels ruling on VJ Day. Provided that 
they had no serious leaks, physical controls over capital expenditure and 
consumer rationing might safeguard the supply of real resources for a large 
part of the priority work which must be done. But there remains a not 
inconsiderable field within which real resources are free to move in response 
to an increase in public spending pressure. Inflationary pressures have 
certainly played a part in the misdirection of use of the scarce resources of 
materials and manpower. This is evident, for example, in the excessive 
development of the light engineering and metal industries—a development 
which is itself an example of the incompleteness of the controls. Finally, it 
would be equally naive to suppose that increasing pressure to spend does not 
tend to undermine the controls which do exist. Low interest rates on the one 
hand, and large capital profits from securities on the other, are an ever-present 
temptation to some not only to divert capital receipts to consumption purposes, 
but also to bid for supplies in the black markets—even though the range of 
these activities tends to diminish as the overall supply of goods expands. 
When to these considerations there are added the evident difficulties of 
institutional investors, of trustees and of rentiers from pensioners upwards, 
there can be no doubt that the cheaper money policy has now been pushed to 
the very limits of what was reasonable. The risks from cheaper money at 
these levels and in these conditions are very far from being confined to the 
inflationary rise in prices, which is what most critics fear. The bankers declare 
that it is time to call a halt. Mr. Dalton, it is to be hoped, will realize that this 
is no partisan advice, but wise counsel in the national interest, 
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A Rational Plan for Wages 
By E. Victor Morgan 


T long last, there are signs that the Government and representatives of 

A eapiovers and employed are coming to see that they cannot indefinitely 
shirk the vexed problem of framing a national wages policy. The recently 
published White Paper* sets out the fundamental issues involved and pro- 
vides a basis for much needed thought and discussion. The long-neglected 
wages problem lies at the very crux of Britain’s economic difficulties. A firm 
solution on rational lines might go far to solve those other problems which at 
present monopolise public attention—notably, the problem of the balance of 
payments, but also, though to a less extent, the problem of coal. A coherent 
wages policy is needed to supply the incentives to that increase in productivity 
which now is paramount; to correct the present maldistribution of labour 
and consequential waste of productive resources ; to nip in the bud the only 
really menacing growth in the inflationary situation—the wages-prices spiral ; 
and to adapt the labour market to its réle under conditions of full employment. 
Last month’s discussions may at least have cleared the ground on which a 
comprehensive policy could be built. On what lines should the structure itself 
be shaped ? This is a problem which calls, above all things, for detached and 
dispassionate thinking. Let us start, then, by getting back to first principles. 

+ 





In principle, the wages system of a modern society performs—or should 
perform—at least four essential functions : 

1. It distributes the product of industry among the workers. 

2. It provides an incentive to hard and efficient work. 

3. It gives the worker an incentive to choose the occupation in which 
his work is of most value to society, thus distributing labour in bulk where 
it is required, while leaving the individual worker free to choose his job. 

4. It encourages the most economical use of scarce types of skill, for 
wages in an occupation which is short of workers will rise, and employers 
will substitute machinery or some cheaper form of labour if they can. 

In its last three functions the price of work is just like the price of any other 
factor of production. In the first, however, it is unique, for the price of work 
touches the lives of the mass of the people in a way which no other price does. 
It is inevitable, therefore, that wages should be treated as a special category 
of prices. 

If a wages system is to do all its four jobs well, it must possess certain 
qualities. Wages in all occupations must reach a certain minimum, so that 
no wage earner is forced to live on a standard so low as to be repugnant to the 
conscience of the community. The wages of each occupation in relation to 
others must conform to some rough and ready standard of fairness, which will 
be understood and appreciated by the wage earner, for wages which are 
regarded as unfair by those who receive them are always a source of trouble. 
If wages are to perform their second function—to act as a spur to efficient 
effort—they must be related as closely as possible to output. Piece rates and 


* Statement on the Economic Considerations affecting relations between Employers and 
Workers, Cmd. 7018. 
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bonus systems, where possible, usually increase production ; where it is neces- 
sary to pay time rates alone, it is desirable to have some form of grading with 
prospects of promotion for efficient workers. The third and fourth functions 
require above all that wages should be flexible. If the demand for any type 
of work increases or the supply falls off, the wages of that occupation must go 
up relatively to others ; this both attracts new recruits and induces employers 
to use the scarce labour as sparingly as possible. 

Lastly, if any of these functions of wages are to be well performed, the 
wages bill as a whole must not rise in a way which will force an inflationary 
rise in prices. Inflation results from an expansion in effective demand at a 
time when resources are fully employed and when there cannot, therefore, be 
any corresponding expansion in the supply of goods. The process can take 
two forms. When the Government borrows to meet a budget deficit or when 
private individuals borrow for the creation of new capital, there is an increase 
in the rate of spending for the community as a whole. If the rate of flow of 
goods to market cannot be increased stocks will run down, prices will go up 
while wages lag behind, and traders and manufacturers will make abnormal 
profits. Hence this form is called “profit inflation”’. The inflationary 
pressure may, however, come from below instead of from above. When labour 
is fully employed unions will naturally press for higher wages, and employers 
will have little reason to resist for they know that they can pass on their 
increased costs to the consumer by raising prices. A rise in wages in one 
industry will place workers in others at a temporary disadvantage, and soon 
lead to further demands. The increased wages themselves provide additional 
purchasing power out of which higher prices can be paid, and so the process goes 
on. Here the rise in prices does not produce abnormal profits but merely 
compensates the employer for an increase in his costs; hence we call this 
“cost inflation ”’ 

If the wages system is to operate without the danger of cost inflation, it 
is necessary to find some way of reconciling variations in individual wage 
tates with stability in the national wages bill as a whole. Theoretically, the 
wages bill as a whole should increase only when there is a rise in the produc- 
tivity of labour, or when the workers in any industry are able to bargain for 
a laiger share, at the expense of profits, of the joint product of labour and 
capital. Before discussing the difficulties of putting this theory into practice, 
let us look at the changes which have taken place in the wages structure since 
1939—changes which have given rise to our present problems. 


The prices of most important goods were controlled early in the war, but 
the price of work was left uncontrolled. Wages in each occupation continued 
to be fixed by the traditional methods of collective bargaining. The Govern- 
ment gave lavish subsidies to keep down the cost of living, and delivered 
occasional warnings against the “‘ vicious spiral”’ of rising wages and rising 
prices. Probably the Government also gave informal advice and even exerted 
pressure when union leaders met the Minister of Labour, but, if so, it was not 
very effective, for wages rose steadily. By 1945, the London and Cambridge 
Economic Service index of weekly wage rates was 54 per cent. above 1938 ; 
in July, 1946, it was nearly 70 per cent. above 1938 and there have been 
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further wage increases during the second half of the year. This national 
average conceals wide divergences between difterent industries. By July, 1946, 
weekly rates in agriculture, coalmining, tailoring and shirtmaking had risen 
by 100 per cent. or more since the outbreak of war, ard cotton was not far 
behind with 93 per cent. At the other end of the scale, printers, compositors 
and tobacco workers had received increases of less than 40 per cent. 

This rise in wage rates was, of course, largely nullified by rising prices. 
It is hard to say exactly how “ real ’’ wages moved because of the difficulty 
of measuring the purchasing power of money at a time of great and rapid 
change. The chart opposite shows the results of applying three possible tests. 
Curve A shows real wages according to the cost of living as measured by the 
Ministry of Labour index. This index measures the cost of only a small 
number of commodities, some heavily subsidized and almost all price controlled. 
It shows with fair accuracy the cost of living to the poorest wage earner, but 
it certainly understates the rise in the price of the “ parcel ’’ of goods bought 
by the average artisan household. 

Curves B and C are based on the White Paper, “ National Income and 
Expenditure of the United Kingdom ”’ (Cmd. 6784). This paper gives estimates 
of total private expenditure on consumption at “ national cost’ both at 
current prices and at 1938 prices, and also estimates of the indirect taxes and 
subsidies which fall on consumers’ goods. From these figures we can calculate 
the increased cost of consumers’ goods in general. Curve B shows real wages 
calculated on the basis of the “‘ national cost ” of consumers’ goods, i.e. ignoring 
indirect taxes and subsidies, and curve C shows real wages on the basis of 
market prices, i.e. including indirect taxes and subsidies. These calculations 
include luxury goods, and so they probably slightly overstate the rise in price 
of the goods bought by the average wage earner. It is more logical to use 
curve B for comparisons than curve C, for taxes and subsidies are ways in 
which the State deliberately mops up purchasing power on the one hand or 
supplements it on the other, so that it is no more logical to include the tax on 
beer or the subsidy on bread than it would be to include income tax or family 
allowances in calculating real wages. Perhaps it is natural, however, that 
workers’ organizations pay little attention to this reasoning, and that wages 
claims tend to be based on actual market prices. 

The three estimates agree that ‘‘real’’ wages lagged slightly behind prices 
from 1939 to 1941, but the difference was surprisingly small. From 1941 
onward the price rise was slowed down, while the rise in wages went on 
unabated. Kents and the prices of basic foods, which play a very large part 
in the Ministry of Labour index, were practically stable ; hence real wages 
calculated on that index—curve A—quickly regained their pre-war level and 
then rose substantially above it. But consumers’ goods in general continued 
to go up, for many things were not subsidized, and some were not controlled 
in price at all. Hence real wages calculated on the prices of all consumption 
expenditure—curve B—remained for some time below the pre-war level, 
but had risen above it by 1944, and were 4 per cent. above in 1945. The 
C curve was kept down in 1942 and 1943 by the increasing burden of indirect 
taxes, but even it had recovered to 98 per cent. of pre-war by 1945. 

These comparisons are made somewhat artificial by the fact that the 
consumers’ choice was drastically restricted by shortages and rationing. 
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The wage-earner, of course, suffered from this like everyone else, and the 
extent of the loss cannot be measured. It is clear, however, that if the wage 
earner working a standard week had been able to spend his pay packet in 
any way he liked, it would have bought a parcel of goods in 1945 as big as, 
if not bigger than, it bought in 1938. So far as statistics can measure welfare, 
the average wage-earner ended the war just about as well off as he began it, 
even after paying his indirect taxes, and appreciably better if taxes and 
subsidies are left out of account. When this experience is compared with what 
has happened in past wars, it is seen to be both surprising and very gratifying. 
Unfortunately, the full comparison cannot yet be carried into 1946, but it seems 
likely that, when this is possible, the more general figures—i.e. curves B and 
C—will show a further rise in real wages, though a rise considerably smaller 
than that shown by the Ministry of Labour Index (curve 4A). 


TREND OF **REAL’’ WAGES 


This chart shows the trend of ‘' veai"’ wages—that is, in terms of the goods and services they will biry— 
on three different bases. Curve A is based on the official cost-of-living index, which relates only to 
essential goods and services ; Curve C embraces all consumption goods and services, valued at yetail 


Curve B has the same basis as C, but the valuation excludes all indirect taxes and subsidies. 
The methods of computation ave explained more fully in the text. 
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Wage rates do not, of course, always give an accurate indication of actual 
earnings, as a worker may work more or less than the normal week. During 
most of the war period, overtime caused earnings to rise by more than wage 
rates, and by July, 1944, earnings in the industries covered by the report in 
the Ministry of Labour Gazette had risen to 82 per cent. above the level of 
October, 1938.* The end of the war brought some reduction in earnings, 
but the spate of wage increases in the first half of 1946 more than offset the 
reduction in overtime and carried average earnings to the record level of 8 
per cent. above October, 1938. 

In earnings as in wages the average covers a wide disparity between different 
occupations. Makers of bolts, nuts and screws increased their earnings by 
127 per cent. and cotton workers by 125 per cent. between October, 1938, 
and July, 1946, and 23 other occupations in the Gazette list had increased by 
over 100 percent. On the other hand, there were 17 industries with an increase 
of less than 70 per cent. One might expect earnings to have risen most in 
occupations where the shortage ot labour is greatest, but this is by no means 
always so. Shortage of labour cannot be measured accurately in present 
conditions, for the degree of shortage depends on supply in relation to demand. 
The Monthly Digest of Statistics gives figures for the supply of labour to a 
number of important industries, but no one can say what their demand for 
labour would be if each could make and sell its product freely. All that can 
be done, therefore, is to take the pre-war figures as a standard and make 
allowances for changes in circumstances where possible. The metal and 
engineering industries and chemical industries were naturally greatly expanded 
during the war, and in July, 1946, they were still employing 23 per cent. and 
21 per cent. respectively more than in 1939. Yet the rise in earnings in the 

former was greater, and in the latter only one point less, than the national 
average. Within the very large metal and engineering group, there were, 
however, some occupations in which the labour force had declined and where 
there is an acute shortage. Foundry and tinplate workers are obvious examples, 
but the rise in earnings of both was far below the average for the group and 
well below the national average. Coal, agriculture and cotton all showed very 
large increases, but building, with only 64 per cent., was among the smallest. 

Wages cost per unit of output will depend on wage rates in relation to 
productivity. The rise in money wages is further accentuated by the otherwise 
excellent practice of granting holidays with pay, and by the shortening of the 
standard week for which the normal rate is paid. The movement for shorter 
hours is still in its early stages, but is gathering momentum. The most usual 
length for the normal week is 47 or 48 hours, so the introduction of a forty- 
hour week, for which the T.U.C. is committed to strive, would mean a further 
serious increase in wages costs unless it was accompanied by a reduction in 
weekly rates. All this means that more is being paid for an hour’s work. 
This would not matter if there was a corresponding increase in the produc- 
tivity of labour, but there is no sign of that yet. 

Information about productivity is very meagre, and opinions differ widely. 
Among employers and managers there is a general belief that productivity 
has gone down since 1939. Statistics show a decline in coal and a more serious 
decline in cotton, and strongly suggest a serious decline in building. In the 





* Minisiry of Labour Gazette, October, 1946. 
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boot and shoe industry, public utilities and distribution productivity has 
increased, but often at the expense of a decline in the quality of the commodity 
or service. Over industry as a whole it is more likely that productivity has 
declined than that it has ircreased.t 

* 


If examined in the light of the conditions for an ideal wages structure 
outlined in the first part of this article, the present situation appears disquieting. 
The standard of living of the very poor is better than ever before in history, 
but that is almost our only cause for gratification. 

The seven years since 1939 have brought very unequal rises in wages and 
earnings to different groups. Of course, there is no reason why all occupations 
should enjoy uniform increases but, as has been shown, some of the inequalities 
find little justification in relation to the present demand for labour. In any 
case, workers tend to regard the pre-war situation as normal, and to feel 
disgruntled if they find themselves worse off compared to other trades than 
before the war. Although the average wage-earner is receiving in wages a 
greater purchasing power than in 1939, there is far more discontent with 
wages, and more industrial unrest. 

As an incentive to output, the present system has many shortcomings. In 
the past the fear of dismissal has been a spur to work, and the need for other 
and less drastic stimuli has been neglected. Moreover, many unions have 
opposed piece rates and bonus systems partly because they fear some veiled 
form of exploitation, and partly because high output in itself was viewed with 
suspicion as tending to aggravate unemployment. Ideas like this are quite 
inappropriate to a time of labour shortage, but they have operated to slow 
down the adoption of incentive systems of wages. The Russians, and probably 
the Americans, are far ahead of Britain in the use of incentives, and it is time 
both employers and employed made a thorough study of the matter. 

At present, wages are performing only very indifferently their functions 
of attracting labour to jobs where it is scarce and distributing scarce skill in 
the most economical manner. The wages system is far too inflexible, and as 
a result many occupations are still enjoying the relatively high earnings which 
they were able to obtain by virtue of their necessity in war. Others, less 
essential for war but highly important in peace, are still at a relative dis- 
advantage. This inflexibility is partly due to methods of industrial negotiation 
which tend to be long drawn out. In part, too, it is due to the rigidity of 
controls ; the consumer is prevented from expressing in monetary terms his 
preference for one commodity over another, and the consumer who cannot buy 
what he needs most but yet has money in his pocket, tends to buy something 
he needs less instead. Hence makers of products which come comparatively 
low in the consumers’ scale of preference can sell all they can make because 
buyers cannot get the things on which they would prefer to spend their money ; 

such firms are thus unwilling to release labour and are prepared to pay 
high wages. There is little doubt that a serious misdirection of national 
resources is now taking place, and it is urgently necessary to make the whole 
economic system more flexible. If the nation is to perform all the tasks it 
has set itself with the limited resources at its disposal, it is just as important 
to employ these resources in the right way as to employ them “ fully ”. 





+ P.E.P. ‘‘ Men, Management and Machines.” January 3, 1947. 
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Lastly, among the dangers of the present wages situation, there is the danger 
of inflation, which is the most apparent of them and which has drawn the most 
attention. At the beginning of the war there was a very modest profit inflation 


and a correspondingly modest drop in real wages. The share of profits in | 


the national income rose from 28} per cent. in 1938 to 31 per cent. in 1940 
and 1941, but it had fallen back to 29 per cent. by 1945. “ Profit inflation” 
was nipped in the bud by controls, but there have been no controls on wages, 
and the rise in money wages in the latter part of the war and the post-war 
period has been the principal cause of the rise in prices. The unions urge 


that profits and salaries affect prices too. That is quite true, but there is no | 


doubt that wages have set the pace, and it threatens to grow even hotter. 


* 


The objectives of wages policy must be to remove this inflationary menace, 
to provide more flexible means of adjusting wages between different occupa- 
tions, to develop incentives to production and to remove anomalies. The first 
two hang together, and upon them the success of the policy really depends. 

There is need for everyone, employers and employed, to adjust his mind 
to the new conditions of full employment. Employers will not be able to use 
the fear of unemployment to stimulate work or maintain discipline, and 
unions must not let the ghost of that fear bolster up restrictive practices and 
put a brake on output. There is need, too, for a criterion by which wage 
increases which are inflationary can be distinguished from those which are a 
necessary part of the working of the labour market. This criterion is, “ Can 
a wage be fairly paid out of the existing earnings of an industry ?”’ If demand 
for a commodity increases, its makers will increase their earnings and out of 
these increased earnings they can and should pay higher wages. If demand 
for a commodity declines, its makers’ earnings will fall off, and they can fairly 
claim to pay lower wages. If it can be shown that a wage claim can reasonably 
be met out of present earnings without raising prices, then it should be granted ; 
otherwise, not. Naturally, there will always be differences of opinion upon 
the level of wages that can be paid out of any given earnings, but that is the 
proper scope for collective bargaining. 

The urgency of checking the present drift towards higher wages and higher 
prices is widely recognized, but the White Paper is disappointingly vague when 
it comes down to the “ brass tacks ’”’ of a policy. The best beginning, though 
a very bold one, would be a truce of six months or a year to all claims for 
higher wage rates. This, of course, would not prevent earnings rising with 
output under piece-rates and bonus systems, and these should be extended 
wherever possible. Salaries should be similarly stabilised and employers 
should agree to adjust prices so as not to enhance profits during the truce. 
The resultant breathing space should be used for thorough consideration by 
both sides of the issues involved. They should recognize the need to avoid 
either making or conceding claims which will force a rise in prices. The T.U.C. 
might very profitably survey the industrial field to decide which occupations 
are, by common consent, underpaid, so that these anomalies can be corrected 
without giving rise to further claims for a general increase. Lastly, both 
sides should give careful study to the problem of incentives. In this manner 
we may reasonably hope to feel our way towards methods of collective bar- 
gaining suited to conditions of full employment. 
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| India’s Sterling Balances 


IR WILFRID EADY, of the Treasury, and Mr. Cobbold, Deputy-Governor 
S: the Bank, are now in New Delhi “ exploring” the problem of India’s 

accumulated sterling balances—a massive item of some {1,200 millions, 
representing almost one-third of the accumulation of sterling by overseas 
countries. It was wise to claim no more than “ exploratory ”’ attributes for 
the negotiations that have now begun; but if they fail to produce tangible 
results, there would certainly be bitter disappointment. The Indian balances, 
by reason of their weight and the political atmosphere in which their future 
must be discussed, are the real crux of the problem presented by Britain’s 
external sterling debt. The major task of settling the sterling debts owing to 
countries outside the sterling area was virtually completed with the agreements 
made with Portugal and Argentina. Of the sterling area countries, those 
with which the problem raises real difficulties are India and Egypt and, a 
long way behind, Palestine and Iraq. On their way back from India, the 
British delegates will call in at Cairo and Baghdad, to discuss the sterling debt 
to Egypt and Iraq. In other cases either the amounts involved are sufficiently 
small to allow the present undefined arrangements to continue in being, or else 
the nature of Britain’s relations with the creditor is such as to obviate the 
necessity for a hard and fast agreement limiting rates of withdrawal, defining 
rates of interest and otherwise dotting the z’s and crossing the ?’s in gentlemen’s 
agreements which have operated with mutual satisfaction hitherto. 

The present political atmosphere of India, unfortunately, is scarcely 
propitious for the opening of the negotiations. The issue of the sterling balances 
is bound to become immersed in politics and may not receive that wholly 
objective and realistic consideration which is. essential for a reasonable settle- 
ment. There is great danger that in India it will be made the opportunity for 
paying off old scores, real and imaginary, and for endeavours by politicians 
of the two main Indian communities to prove that it is in their hands and 
not in those of the other fellows that the true interests of India can best be 
left. But after considering every argument for delaying further the attack 
on this difficult problem, the claims of immediate action will be found to 
carry the day. The first and most pressing reason for an early settlement of 
these balances arises from the very developments that are responsible for the 
political difficulties amid which the financial problem must be discussed. 
With the ending of the traditional relations between India and the United 
Kingdom, the financial machinery which made possible the maintenance by 
India of sterling assets, payable virtually at call, amounting to more than 
twice Britain’s gold and dollar reserve and more than 35 times the 1938 British 
exports to India, could not be allowed to last a day longer than was necessary. 

One consideration, in particular, underlines the imperative need for speed 
—the present effects of India’s access to the sterling area dollar pool. During 
the war, India made a fair contribution to that pool and, like all other members 
of the sterling area, was provided with all the dollars needed for imports 
authorized by her own authorities. In addition, since 1944-45 India has been 
allotted an annual quota of $20 millions to finance dollar imports for post-war 
reconstruction. The physical limitations on imports from the dollar area are 
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disintegrating fast and even more rapid is the disappearance of the self- 
imposed discipline and moral inhibitions against excessive use of dollars from 
a pool which during the war was feeding the hungry needs of a whole Empire 
at war. Indians feel that the time has come for them to dip into a pool to 
which, on balance, they contributed well during the war. Indeed, that time 
arrived some months ago ; it is highly probable that in 1946 India was a net 
user of dollars, and to that extent was running down her sterling balances, 
The unwritten understandings of wartime are obviously unfitted to the condi- 
tions that obtain today, whether in the field of political or financial relations, 
between India and Britain. The time has come to define far more precisely 
the limits of India’s access to the hard currency reserve of the whole sterling area, 

The need for haste also arises from India’s utilization of accumulated sterling 
to finance current imports from other sterling countries. India can offer high 
prices for British goods, higher prices on balance than those obtainable from 
hard currency countries. Since the British authorities are curiously shy of 
implementing a policy of rigorous direction of exports, the tendency during 
the past year has been for a relatively large proportion of British exports to 
vo to India, to be paid for, not by current exports from India to Great Britain, 
but by drawings upon India’s accumulated sterling balances. There has also 
been some tendency for those balances to be drawn upon for transfers of private 
capital from India to this country. A well-publicised illustration of this 
movement was provided by the recent news that substantial Indian capital 
had been financing the reconversion of a Grantham firm from the manufacture 
of munitions to that of a cheap, popular motor car. Such instances can 
undoubtedly be multiplied many times. Operations of this kind may occur 
without let or hindrance since movements of capital within the sterling area 
are still completely free. The combined result of these various factors has 
been to cause the sterling balances of the Reserve Bank of India to fall by 
over {100 millions over the past five months. Coming at a time when the total 
sterling debt owed by Britain to overseas countries has been increasing, so 
large a movement is obviously undesirable, for, if allowed to continue, it 
must prejudice the position of Britain’s other creditors. The fall in Indian 
balances therefore provides a strong argument for an early arrangement for 
limiting the amounts that can be withdrawn. 

A further, and equally compelling, argument for haste in tackling this 
problem is the British undertaking under the Anglo-American financial agree- 
ment of December, 1945. This agreement required the United Kingdom to 
make every endeavour to secure the early completion of arrangements with 
sterling area countries and, furthermore, required that any sterling balances 
released under such agreements should— 

‘not iater than one year after the effective date of this agreement, unless in 


special cases a later date is agreed upon after consultation, be freely available for 


current transactions in any currency area without discrimination.” 
This clause in the Anglo-American financial agreement undoubtedly carries 
with it the implication that genuine endeavour will be made to complete these 
sterling area arrangements by July 15 next, and, in view of this, the initiation 
of the discussions with India cannot be regarded as in any way premature. 
The Anglo-American financial agreement concerned itself not only with 
the timing but with the shape of the agreements to be negotiated. Much has 
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been said about the suggestion in this agreement that the sterling area debts 
would be treated in three parts: (1) the balances to be released at once ; 
(2) balances to be similarly released by instalments over a period beginning in 
1951 ; (3) balances to be adjusted as a contribution to the settlement of war 
and post-war indebtedness by the creditor countries. Less, however, has 
been said about the implied influence, on the terms of sterling debt settlement, 
of that part of the agreement which deals with the waiver of interest on the 
dollar loan. This waiver takes effect when, on the certification of the Inter- 
national Monetary Fund, the income of the U.K. from home-produced exports 
and from invisible current transactions has over the five preceding calendar 
years averaged less than the U.K. imports for 1936-8, namely, £866 millions 
corrected for changes in the price level. The agreement, however, specifies 
that in arriving at the net income from invisible transactions any releases or 
payments in any year on sterling balances can rank only up to a maximum 
of £432 millions. Any releases in excess of this figure will be regarded as a 
capital transaction, and will therefore not be eligible for inclusion in the 
calculations justifying a claim for application of the waiver clause. This 
figure of £43? millions should, therefore, be regarded as a target for annual 
releases of accumulated sterling balances. Since these balances now amount 
to well over £3,500 millions, it is evident that, even allowing for the sterling 
area creditors’ need to maintain substantial working balances and monetary 
reserves in London, the period over which the funded part of the balances will 
be repaid must extend well into the next century. The waiver provisions in 
the Anglo-American financial agreement have a further bearing on the arrange- 
ments to be made with the sterling area creditors, since it is provided that no 
waiver on the interest due to the United States will be requested or allowed 
unless in the same year releases or payments in respect of accumulated sterling 
balances are reduced proportionately. Unless, therefore, the waiver provisions 
in the Anglo-American financial agreement are to be made nugatory, some 
waiver provision will have to be inserted in the sterling debt arrangements, as 
was in fact done in the Canadian loan agreement. 

The intrusion of the Anglo-American financial agreement into the sterling 
debt negotiations, and particularly into the discussions with India, will probably 
make itself most sharply felt with the suggestion that part of the debt should 
be cancelled. On this point there can be no mistaking the intransigent attitude 
taken up by the Indians in various pronouncements, oflicial and unofficial, 
which have been made over the past year. The Indians will certainly resist 
any suggestions of a cut in these balances whether on the plea that the debt 
they represent was incurred in a war waged, tnter alia, in the defence of India, 
or on the alternative argument that the debt was inordinately inflated as a result 
of a relatively high level of rupee prices, for which no allowance was made 
in the rupee-sterling rate of exchange. 

Whatever may be achieved on this front, it is clear that the problem of 
the global debt to be funded can be divorced from the question of the annual 
rate of releases. What may happen in the 21st century is of less practical 
concern to Britain than what will happen in the 1950’s. It is the rate of 
releases in this difficult period immediately ahead, and its relation to releases 
that will have to be made in respect of other parts of the sterling debt, that 
should hold the attention of the British negotiators. It may, in fact, be pre- 
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ferable to eschew the global problem at the present stage and to limit the 
negotiations to a comparatively short-term arrangement, comparable to that 
negotiated with the Argentine. 

It is clear that arrangements for repaying a debt of this magnitude cannot 
be conceived in purely financial terms. They must be related to the world of 
reality and of physical capacity, both capacity to pay on the part of the 
debtor and capacity to accept payment on the part of the creditor. The 
limitations of Britain’s capacity to pay should be fairly self-evident. There 
are equal limitations in India’s capacity to absorb and utilize the import of 
capital goods, by which the bulk of this sterling debt will ultimately have to 
be repaid. The best hopes for a realistic settlement of the sterling debt lie 
in relating such an arrangement to the plan for industrialisation, which the 
Indian authorities are intent upon putting through and of which the outlines 
have already appeared in the so-called ““ Bombay plan’’. There may be 
some difficulty in dovetailing such a plan of sterling releases into the Indian 
industrialisation programme without falling foul of the principles of non- 
discrimination embodied in the Anglo-American financial agreement and the 
proposed International Trade Organization, but this obstacle should not 
prove insuperable. Even the U.S. State Department must realize that these 
sterling debts must gradually be repaid by U.K. exports and that some forward 
planning of this programme of exports is essential in tackling a problem of 
such magnitude as that presented by the debt owing to India. Those are the 
realities of the problem and common sense will surely not allow them to be 
subjugated by the pure doctrine of convertibility and free availability of 
released sterling in any currency area of the world. 

The principle of convertibility does, however, call for some definition when 
the concept of India’s capacity to absorb repayments is applied to the scale 
of those repayments. If the releases of the sterling debt are geared to a 
practical programme of capital development and capital goods imports into 
India they will of necessity be reasonable and bearable. But, if India is not 
merely free to convert released sterling in any currency but intends to do so, 
then the whole concept of capacity to absorb goes by the board. There are 
no physical limits to the amount of sterling which India could in theory 
convert into dollars by drawing on accumulated sterling and then converting 
the dollars into gold. Indeed, there must be constant temptation to effect 
such conversions as long as the price of gold in India stands at a substantial 
premium over the price at which the Indian authorities could obtain it in the 
United States. If such an intention does obtain, then no settlement with 
India, however acceptable otherwise, can be made to work. 

It should not, however, be difficult to convince Indians of the need for 
goodwill and moderation in their operation of whatever agreement emerges 
from the forthcoming discussions. This is definitely a case where the interests 
of the two parties are closely allied and compatible. The sterling balances 
form almost the whole of the external reserves held by India. It is on those 
reserves that the main hopes of financing and implementing the ambitious 
industrialisation plans of India depend. In view of this, the Indian negotiators 
will surely realize that their best interests will be served by not unduly rocking 
a boat in which so much of the wealth and future of their country is carried, 
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The Cost of Germany 


By a Correspondent lately in Germany 


in Germany places a liability on this country of approximately {125 

millions spread over the next three years. That sum is 50 per cent. of the 
estimated deficit on the trading account of the combined zone, which is not 
expected to achieve a balance until the end of 1949. It does not represent, 
of course, the whole of the British financial commitment for Germany ; for, 
in addition, there is the cost of administration, which can be placed in the 
neighbourhood of £30 millions per annum. But, although this latter item is 
a charge on the British Budget, it does not represent a potential loss of foreign 
exchange. The former item—the £125 millions—does. 

It is probable that a substantial part of this country’s expenditure to cover 
the combined zone’s unfavourable trade balance will be in “ hard ’’ currencies, 
mainly dollars. German imports, under the agreement, are divided into two 
parts : category A and category B. The former covers those imports, mainly 
food, necessary to prevent disease and unrest, and they will be paid for initially 
by advances from Britain and the U.S. The latter—the category B imports— 
cover the raw materials necessary to revive German industry, and the funds 
for these will come principally from the sale of German exports. (The division 
into these categories is necessary because funds appropriated by the U.S. 
Congress for Germany are limited as to their use.) Now, the cheapest way to 
buy food, thinking only of money on the one side and calories on the other, 
is to purchase wheat. But wheat is to-day essentially a “ dollar ’’ commodity. 
And in order to save dollars it may be worth while to take, say, Dutch vegetables 
in exchange for German goods. That sort of bilateral trade will almost 
certainly be developed between the combined zone and its neighbours. It was 
envisaged in the Washington agreement, which, at the British request, provided 
that “‘ Procurement shall be from the most economical source of supply. 
However, the sources shall be selected to the fullest extent practicable so as 
to minimize the drain on the dollar resources of the U.K.”’. 

There is a limit, however, to the saving which can be obtained by this 
method. Large quantities of ‘‘ dollar’’ food will have to be bought. The 
combined zone is only a little more self-supporting in food than the British 
zone was by itself. The U.S. zone, for example, has been collecting from 
indigenous sources about 1,100 calories per person per day against the goo 
calories of the British zone. And, although both of those figures could be 
increased by possibly 25 per cent. with adequate fertilizers and better co-opera- 
tion from the farmers, there is little likelihood of any marked improvement 
during the current crop year. We must face the prospect, therefore, that a 
large part of this £125 millions investment in Germany will be a “ dollar’”’ 
loss to Britain, and most of it will fall in 1947. The German administrators 
for the combined zone estimate their trade deficit for 1947 at roughly £170 
millions—assuming Rms.10 = {1—and the British, estimating independently 
in Berlin, more or less agree with this figure on the basis of a 1,800 calorie 
basic ration. The British place the 1948 deficit at about {100 millions and 
hope for a rough balance in 1949. 


Ts Anglo-American agreement to fuze the British and American zones 
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The cost of reviving Germany will thus be a severe one, and there is no 
guarantee that the current plan will succeed. The agreement by itself should 
guarantee the food supply, for allocations for the combined zone should now be 
the responsibility of the U.S. Government. It does, at the same time, provide 
a certain credit from which new materials can be bought and the “ pipe lires” 
primed. It does create one economic unit where there were two befure. But 
that is all; the fundamental problems remain. The agreement will not stopa 
further deterioration in the zone’s economy if the weather during the rest of the 
winter is at all severe. It will not relieve the coal problem, the transport 
bottleneck, and the shortage of skilled manpower. It will not improve German 
morale unless it shows some tangible results quite quickly ; and morale is now 
an all-important factor. If the agreement is to serve its purpose, as a means by 
which Britain’s expenditure on Germany will be brought to an end, there is 
much, in fact, to be done. 

oe 

In the space of this article it is possible to deal briefly with only the main 
problems, of which by far the most important is coal. It can hardly be stressed 
too much that, unless the Ruhr output is increased considerably, any German 
revival—and, indeed, any marked recovery in Western Europe as a whole— 
is out of the question. Output to-day from the Ruhr pits is about 50 per cent. 
of the pre-war peak. There are too few men in the pits; output from the 
men they have is too low. The shortage of young, skilled, able-bodied men 
will be relieved to some extent each year as new age-groups reach maturity. 
(About 150,000 men reach the working age in the British zone each year.) 
The shortage could be relieved to quite a considerable extent, and quickly, too, 
if prisoners of war were returned. This is the obvious solution from the German 
viewpoint, but it raises a difficult political problem for the French, who have a 
large number of prisoners, including, it is understood, about 50,000 miners. 
If those miners were in the Ruhr pits, where output per man can be relatively 
high judged on Western European standards, the German outlook would change 
overnight. And there is little doubt that their transfer would increase the 
total European coal production. It should be possible, therefore, to raise coal 
exports from the Ruhr to France in exchange for returned prisoners and still 
have a net gain in Germany. That is merely an idea of one way the problem 

might be tackled. Meanw hile, all the inducements, and they are many, which 
are being offered to the Ruhr miners, and all the direction of labour to the mines, 
is bringing only a very small net gain to the labour force. The wastage, with 
the average age of the miners about 43, is heavy. 

Absenteeism is relz tiv ely heavy also. It has recently shown some improve- 
ment, it is true, but it is still over 20 per cent. from all! causes and it should be 
readily reducible below 15 per cent. The miner gets a good ration—a very 
good one on European standards—but his family does not. He can make 
more money or obtain more food by bartering his tobacco than he can by 
working. His wag S, in terms of goods which can be bought with them, mean 
little. His trouble is that of all Germans: there is no incentive to work : 
there is no leciatines to do anything except scramble for food, and possibly a 
little fuel. It is inevitable, therefore, that morale should be low, and it is 
inevitable in many ways that the German should blame the occupying power 
for most of his ills and be unwilling to co-operate with him. (If we want the 
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Germans to believe that their present troubles are caused by their own faults 
in the past, then we are asking for something which we shall not get.) The 
problem of the Ruhr miner is thus merely one facet of the problem which must 
be solved in the zone as a whole. Somehow, this vicious circle must be broken. 
The present labour force in the Ruhr might produce 25 per cent. more coal 
than it is doing to-day; and, although the total would even then be quite 
inadequate, the resultant extra 50,000 tons per day would help a lot. It might, 
indeed, be decisive. 

But how can the Germans be given some incentive to work when every 
week their day-to-day problems must appear more grim? From January I 
last the task of administering the combined zone was handed over largely to 
the Germans themselves, operating through a bi-zonal economic committee.* 
It has proved difficult to staff that committee, because most Germans with 
high administrative experience over the past 12 years are politically unaccept- 
able. Others have no wish to be associated with a policy which is so unpopular 
with the mass of the people. But a staff has been obtained, and from now on 
the Germans will have a responsibility which they have lacked hitherto. 
That, by itself, should help, partly because the Germans should now tend to 
co-operate more and partly because we, the British, have undoubtedly tried 
to do too much with the quality of the staff which has been available. The 
Control Commission is a sitting target for criticism and it is easy to ignore the 
good work which has been done, in the face of really appalling difficulties, 
by many members of it. But most observers will agree—and many members 
of the Commission will say the same—that it is high time that the Germans 
ran their own country. They know far more about it than we. 

The Germans on this bi-zonal committee seem to be realists. Their 
programme embodies these main points : 

(a) There should be a currency reform by the spring of this year. 

(0) An initial credit should be created for the development of German 
export trade. (This has, in fact, been obtained under the Anglo-American 
agreement.) 

(c) Normal conditions should be created for the development of exports. 
By this they mean that trade marks should be allowed, and business 
correspondence permitted with foreign countries. 

(d) Coal output must be raised by 20 per cent. this year. 

(e) Any increase in the German standard of living must take second 
place to an expansion in exports. 

(f) The dismantling of factories for reparations should stop. 

(g) Prisoners of war should be returned. 

Of course, some of those conditions for the fulfilment of their programme 
are easier to write than to carry out. Coal output must be raised by 20 per 
cent. this year. Quite. But how? Prisoners of war should be returned. 
We may agree. But will the French ? For coal, the Germans might be able to 
introduce conscription for the mines—-we could not do this ourselves with 
any hope of success—-and a scheme has been much discussed. Alternatively, 





* The first chairman of the bi-zonal economic committee was a Dr. Rudolf Mueller. He has 
however, recently resigned, following a vote of ‘‘ no confidence "’ by the German representatives 
of the Lander in the tw zones, and he has been replaced by Agartz, the Social-Democrat. This 
is a political move and should not therefore materially alter the German concept of the economi: 
development of t! l } 
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they may be able to engender a better spirit among the German youth than we 
and make them willing to enter the pits—and work them as a national service— 
without compulsion. The success of the German administrators as leaders— 
and leadership is what is required of them—must be judged by whether they 
can do these things. By appreciating the problem they have, at any rate, 
started on the right lines. 

The other conditions which the Germans lay down as necessary if the export 
programme is to be fulfilled are generally sound. Take (c) above as an example. 
No one can seriously object to the resumption of overseas business corre- 
spondence. Some may object, however, to the use of trade marks, particularly 
those trade marks of the former German trusts. The Germans insist that a 
trade mark is essential for such goods as pharmaceuticals, which they hope to 
develop ; and there is much strength in their argument. Who would buy a 
drug of an unknown foreign brand? But Allied assent might, sometime 
in the future, adversely affect industries in their own countries. This is a clear- 
cut instance of the way in which the national interest—of, say, the British—in 
reviving German economy cuts across the interest of an Allied industry. And 
those cases are bound to increase in number as German exports revive. 
Opinions will differ about the proper answer to this particular problem of trade 
marks, but it seems probable that the Germans will win their point. But 
the fact that this problem has arisen, and that others of a similar type are 
bound to come, shows how important it is that the Germans, so far as possible, 
should run their own show. With all the goodwill in the world, foreign 
administrators cannot consider a problem such as this with an open mind all 
the time. 

. 

We now come to the two most controversial points in the German pro- 
gramme—the financial reform and the dismantling of factories. Both of these 
are linked to this lack of any incentive for the German to work, and a decision 
on both must be taken fairly soon. Financial reform covers four separate 
problems: the price/wage structure, the banks, the currency, and an inter- 
national exchange rate for the mark. The four problems need not be treated 
as a whole; in fact, the Russians and the Americans have already introduced 
a new binking system in their zones. The Russians closed the old banks and 
opened new ones immediately after the occupation, while the Americans have 
recently introduced a system analogous to that of the Federal Reserve Board, 
with three Lander banks. All four occupying powers have different ideas 
about how the financial problem should be treated, and it has so far proved 
very difficult to obtain any agreement. 

Prices and wages have been pegged, so far as possible, at their old pre- 
occupation—i.e. the pre-war—level. Certain increases have been allowed ; 
for instance, the cost of living in the British zone has risen by about 15 per cent. 
in the last 18 months, while the wages of Ruhr miners have been raised, to 
provide an incentive, by approximately 20 per cent. But official prices, as a 
whole, are completely out of line with current costs. Ruhr coal is selling at 
roughly half the figure necessary to enable the mines to break even. 
Generalizing rather broadly, it appears that industry everywhere is operating 
at aloss. Ofcourse, production costs, with industry in the British zone running 
at about 36 per cent. of the 1936 level, are bound to be unnaturally high. They 
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will fall, and the Americans, for example, are insistent that no drastic price 
adjustment should be made until costs are more firmly established. That is a 
reasonable view, provided it is not carried to an extreme ; provided, in other 
words, that the insistence on pegging prices does not at the same time peg 
production by withholding an incentive. Prices will have to rise, possibly 
by as much as 50 per cent. in the basic industries, and the only question is 
when. 

Meanwhile, there is the very tricky problem of the volume of cash. In 
view of the absence of consumer goods, money—however much of it exists— 
means little to the average German. He would rather have cigarettes, which, 
comparing a black market price with an official price, are valued at about 
two to a ton of coal. Soa reduction in the volume of cash would not by itself 
work wonders, although it would help to restore confidence. It is not an end 
in itself, but one of the necessary paths which have to be travelled. Various 
estimates have been made of the present volume of cash compared with the 
volume and value of goods likely to be available in the near future. It seems 
from these that the volume of cash is five to 10 times too much if a future 
equilibrium is to be achieved without a large rise in prices. (Spot checks have 
shown that the amount of cash at the disposal of the normal worker has fallen 
during the past 12 months through the very high level of taxation and black 
market activities. Cash has flowed towards the farmer and the black 
marketeer.) The scheme which has been discussed to deal with this problem 
envisages the issue of a new currency on the basis of one new mark for five to 10 
of the old, the cancellation of a certain percentage—6o per cent. has been 
suggested—of all money obligations, and the blocking of a further percentage. 
The Russians, who have cancelled all pre-occupation bank deposits in their 
zone, would have to be given a certain latitude in order to secure their assent, 
which is essential if Germany is ever to be treated as an economic whole. 

A scheme along these lines will probably come into force in the near future. 
It will, of course, comprise many detailed features beyond those thus briefly 
indicated. For instance, the debt of the old Reich may be treated differently, 
for political reasons, from other monetary obligations ; it may be wiped out 
altogether and new paper issued to the banks and insurance companies which 
hold Reich paper as the major part of their assets. There is also the problem 
of where the new currency should be printed. The Germans react strongly 
to the various rumours of what form the scheme will finally take, so the details, 
if they have already been agreed, are naturally kept a close secret. 

Meanwhile, discussion continues on the problem of an international rate 
for the mark, which is needed as soon as it is practical in order that the Germans 
themselves can conduct their own overseas trade. At present the occupying 
powers price export goods in whatever currency they consider most suitable. 
It is suggested that the mark rate will eventually be somewhere in the neigh- 
bourhood of its old level of about 12 to the £. But it is naturally impossible to 
decide any rate until an internal price adjustment has taken place. A rough 
shot might be made now, or in the next two to three months, and would put the 
rate at, say, 15 to the £ ; but it is expected that, in fact, the financial reform 
will be carried through first and the mark rate fixed after a few months’ 
experience of the new conditions. 

So much for the much-discussed financial reform. The other controversial 
matter which the Germans—and not only they—regard as a condition of any 











THE BANKER — 








real progress is the cessation of factory dismantling. The mere valuation of 
factories for future removal as reparations is undoubtedly having a serious 
psychological effect on the German industrialist and the German worker, 
Both see their future livelihood jeopardized, and neither, therefore, finds any 
incentive to work. The valuation—and the eventual removal—is part of the 
‘Level of Industry ’’ agreement which was signed in Berlin last spring; 
for under that agreement factories surplus to the industrial level laid down 
became available as reparations. That agreement is to be reviewed and the 
industrial level raised ; at least, the British and the Americans say so, and it is 
thought that the Russians will agree, too, as ~ of their plan for taking 
reparations in kind. So in theory, at least, the Germans will gain their point. 
The British realize the folly of the present policy, which involves a lot of effort, 
secures very little reward, and depresses the German morale still more. But 
when a policy has been once accepted by all four occupying powers, it is difficult 
to reverse. So far as can be traced, no official negotiations on a four-power 
basis have yet taken place to revise the “‘ Level of Industry” plan. But 
revision is certain to be raised at the Moscow conference, and, unless that 
conference does produce a plan which treats Germany as a single economic unit, 
the British and Americans will act by themselves. They have more or less 
intimated that they will do so. 
* 

What general conclusion can be drawn from this survey ? There are two 
encouraging features. First, the Germans themselves are being given a greater 
measure of control. That is most important. Secondly, there seems to be a 
more definite aim in British policy. Until quite recently Germany was treated 
as a pawn in an international political game. Nowhere was this more evident 
than in the policy followed for the exports of Ruhr coal. It was realized by 
everyone that, while these exports continued at the rate current early last year, 
there was no possibility of any German revival. Yet this rate was maintained 
until the last quarter of 1946, when it was cut quite drastically to about 15 
per cent. of the output, a proportion which is likely to operate also for the first 
three months of this year. The question of coal exports is highly controversial ; 
the needs of France and the Low Countries have to be considered, in addition 
to the minimum quantity which must be retained in Germany if the present 
downward spiral of industry is to be stopped. So far the amount required 
has been far in excess of production, and exports have been given priority. 
The result of this can be seen in the Germany of to-day, where economic life 
comes practically to a standstill with a short spell of cold weather. 

The British have to make up their minds what they want in Germany and 
act accordingly. Up to the present neither they nor the Americans have had 
any clear-cut policy. The most encouraging feature at the moment, at least 
from the point of view of minimizing the German drain on British dollars, 
is the sign that such a policy is emerging. Britain has taken a firmer attitude 
on coal exports—although many will consider it not firm enough. It has 
merged the British zone with the American, although that is bound to have an 
unfavourable reaction in Russia. It is prepared to hand over a large measure of 
control to the Germans. There is thus a chance that the Washington agreement 
will achieve its purpose. But that is not by any means certain. Conditions in 
— rmany have sunk so low, morale is so de pressed, that it will require a major 
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ffort by all concerned to start the wheels turning once more. 
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The Banks in 1946 


HE bank accounts for 1946 tell a very different story from what most 
T bankers would have foretold twelve months ago. Then, however, they 

were at the end—as it proved—of a brief period of declining resources. 
The final quarter of 1945 witnessed the first recession in bank deposits—other 
than the purely seasonal movements each spring—since the expansion began 
at the outbreak of war. It is true that this change of direction was due simply 
to the fact that the annual savings campaign had been postponed from the 
spring until the autumn and that, when it came, its effect was greatly accen- 
tuated by the first deployment of the Daltonian cheap money weapons. But 
the accident that a reversal of the trend of deposits synchronised with the end 
of hostilities seemed to some to have resolved the conundrum which had 
puzzled many bankers during the summer of 1945—the question whether 
deposits would rise or fall during the transition years. In this quarter, too 
{and for the same reason), there occurred the first big fall in the banks’ holdings 
of Treasury deposit receipts. These dropped by no less than £450 millions 
from the peak of nearly {2,000 millions, a movement which gave a little 
specious support to the naive belief which some had entertained that this 
huge block of Government debt would prove to be a liquid fund from which 
the banks would finance industry’s reconversion. 

In early 1946, therefore, most bankers thought their deposits were more 
likely to fall than to rise, or at least felt quite sure that the pace of expansion 
would slacken as Government expenditure declined. Moreover, had not the 
enforced reduction in interest allowances on deposit accounts, and the abolition 
of interest on current accounts, altered the balance of advantage between 
holding savings in liquid form instead of in securities ? After all, the interest 
changes, then less than three months old, had already produced quite a sharp 
fall in deposit account balances. This influence, too, might reinforce the change 
in the six-year trend. And if deposits ceased to rise while advances expanded 
as industry’s reconversion needs grew, was it not likely that the rising trend of 
bank investment portfolios would also be reversed ? To most bankers, these 
already looked embarrassingly high. Given this prospective background, the 
earnings outlook seemed sombre: rates on a huge block of short-term assets 
had been almost halved, total resources were unlikely to rise and might decline, 
and staff costs were bound to expand. 

Of all these expectations, only the last has proved well founded. In the 
first quarter of 1946, it is true, there was little sign of how wrong the forecasts 
would be. Deposits dropped by nearly £100 millions, a larger seasonal move- 
ment than in any of the war years (except 1942, when the position was distorted 
by the introduction of tax reserve certificates) ; advances rose quite fast ; 
Treasury deposit receipts were reduced by a further {80 millions; and the 
investment portfolio, after its big rise during the autumn “ Thanksgiving” 
drive, was almost stabilized. Moreover, the Government’s floating debt had 
continued to rise, and it was widely felt that the Chancellor could not long 
delay a resumption of tap borrowing, because of the need, so it was argued, 
to avoid any sharp upturn of bank deposits when the season of heavy tax 
payments ended. 
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But Mr. Dalton was quietly planning the second phase of his cheaper money 

offensive, and the inactivity was itself part of the plan. He was determined 
to leave the banks, and investors generally, time to digest their heavy pur- 
chases of securities of the previous autumn, and to assist the process by ensuring 
an ample flow of digestive juices, in the form of a rising volume of money, 
The Budget speech showed what was in store. Mr. Dalton pinned his colours 
to the mast. He was not concerned at the level of floating debt, and saw no 
reason to rush into fresh tap borrowing. On the contrary, he proposed to 
redeem the next block of callable National War Bonds (the £490 millions of 
1946/48’s, on August 15) in addition to the {161 millions of unconverted bonds 
(1945/47) due for redemption on July 1. In the meantime, he would give small 
savers their last chance of buying 3 per cent. Defence Bonds; after May 1, 
new issues would carry only 24 per cent. 

This indication that the supply of securities would be further reduced, 
and the supply of money further increased, was the signal for a rush by insti- 
tutional investors and the money market into short bonds, enabling the 
authorities to sell large lines of the previously neglected 1? per cent. Exchequer 
bonds through the “ back-door”’ tap. The banks, presumably because of the 
assurance that their resources would continue to expand, plunged afresh into 
gilt-edged. The rise in their portfolios was accelerated after the opening of 
the 24 per cent. Savings Bond tap in mid-May, for the new stock was offered 
on terms so obviously below the market as to force down prices and create 
favourable opportunities in gilt-edged generally. In the four months to end- 
July, bank holdings rose by {160 millions—an unprecedented rate—to the 
huge total of £1,406 millions, making an increase of £283 millions, or 25 per 
cent., in twelve months. And this vast portfolio declined by only £13 millions 
after the bond redemptions of August and September. 

But while the banks were thus actively speeding on the Chancellor’s drive, 
the public plainly was not. The tap loan, in its 7} weeks’ run, apparently 
produced roughly {100 millions more than was needed to redeem the uncon- 
verted portions of the July and August bond repayments. But despite this, 
and despite the receipts from “ back-door’’ sales of Exchequer bonds and the 
large “‘ last-chance ’’ subscriptions to 3 per cent. Defence Bonds, Government 
demands upon the banks expanded fast. The period in which the slowing- 
down of war expenditure began rapidly to reduce the budget deficit actually 
witnessed the most rapid credit expansion ever known in Britain—a phase 
which continued until the end of the year and which (presumably) is only now 
being arrested by the seasonal inflow of revenue to the Exchequer. Here is 
the monthly progression : 


TRUE” BANK DEPOSITS* 
f millions 
Total ‘ionth’'s Increase 
104 April .. en 7 na afi 4,793 107 
May .. ; ; bas ; 4,749 40 
June . : a ‘ 4,561 112 
july .. id , 7 aa 4,949 88 
Anegust - - <d ea 5,057 108 
September ; — i a 5,149 92 
October ‘ oa ca ‘ 5,235 86 
November ' 4 i 3 5,316 8r 
December s i wd a 5.439 123 


* Excluding items in course of collection. 
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The magnitude of this movement has not, even now, been generally appre- 
ciated. During the whole six years of hostilities, bank deposits rose by £2,630 
millions, or at an average annual rate of £438 millions and a monthly rate of 
{36} millions. In 1946 they rose by £836 millions, or at a monthly rate of 
{70 millions. And in the last nine months of the year they rose by £936 millions, 
at a monthly rate of {104 millions. Except in the five months to end-August, 
1945 (when deposits rose by an average of £83 millions per month), there has 
never previously been a rate of expansion even half as fast as this. 

It is impossible to measure the extent to which industrial demands for 
reconversion finance contributed to this expansion. Bank advances during 
the year rose by £166 millions, or 20.4 per cent., which is probably a rather 
larger rate of growth than most bankers had expected, even though new 
overdraft limits far exceed the amounts actually drawn against them. But 
bank financing of industry’s reconversion has not been confined to direct 
advances. A substantial part of the banks’ additional investments must have 
been acquired, directly or indirectly, from the abnormally large industrial 


TABLE I 
SEVEN YEARS OF CREDIT EXPANSION 
CLEARING BANKS: CHANGES IN ANNUAL PERIODS 


£ millions 
1940% = 1941 1942 1943 1944 1945 1940 


Deposits .. ms -. + 555 + §29 + 299 + 403 + 513 + 305 + 836 
“ Tyue”’ Deposits .. + 506 1. 500 + 280 + 386 + 519 + 291 + 779 
Cash sia isa a + of 4-42 24 + 32 + 78 + 36 — 37 
Monev Market Assels .. —-~ 3 -—-- III 27 — 56 + 62 + 276 + gar 
Call Money .. so oF Ee I + 9 4+ 48 + 54 ++ 180 
Bills .. we oa 14 -—- 94 + 26 — 65 + 14 + 223 + 241 
Treasury Deposit Receipts -- 314 + 445 + 138 -+ 411 4+ 360 — 144 + 36 
Investments and Advances + 93 t+ 128 + &8 -|- 4 + 22 + 130 + 359 
Investments .. . — 832 + 227 122 + 33 + 1! + 69 + 193 
Advances pu - —- 79 — 99 — 34 — 30 + 4.11 + 61 +- 166 


* Sixteen months to December 31. 


holdings of gilt-edged securities which were the counterpart of deferred plant 
maintenance and liquidation of stocks. The fact that such industrial sales 
may have been large does not, of course, mean that the part played by the 
cheaper money policy in the year’s credit expansion has been correspondingly 
less. If gilt-edged yields had not been forced down by the Chancellor, a larger 
proportion of the gilt-edged securities sold by industrialists would surely have 
been absorbed by private individuals instead of by the banks. Moreover, the 
sales themselves would have been less: it cannot be assumed that indus- 
trialists have been immune from the general desire for liquidity, and have 
sold securities only when the proceeds were immediately needed to pay bills 
for re-equipment or re-stocking. 

This indirect bank financing of reconversion is, however, purely a passive 
function : the industrialists would have secured their finance in any case, even 
if the banks had preferred not to add to their gilt-edged portfolios. In that 
event, given the Chancellor’s determination to maintain cheap money, the 
Government itself would have had to relieve the gilt-edged market of the 
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additional pressure caused by industrial sales, and the Government's direct 
borrowings from the banking system, in order to finance the supporting pur. 
chases of gilt-edged, would have been correspondingly larger. The banks, for 
their part, would have experienced an even larger expansion of their holdings 
of Treasury bills, call money and Treasury deposit receipts than has actually 
occurred. 

Three factors, in particular, explain why the banks had, in this sense, 
been prepared to do the Chancellor’s job for him. The first was that, provided 
the authorities succeeded in pressing on with the cheap money programme, the 
purchase of gilt-edged was good business. Secondly, there was need to make 
good the loss of earnings on money market assets and T.D.R.s and the fall in 
yields from new investments and advances. Thirdly, significant changes in the 
Treasury’s technique of floating debt finance created the additional flexibility 
of bank assets which was imperative if the banks were to expand their gilt- 
edged portfolios substantially. Since the autumn of 1945, the emphasis in 
floating debt borrowing has been steadily shifted from T.D.R.s to Treasury 


TABLE II 
CLEARING BANK LIAPILITIES 


£ millions 


c———_— —-—_ ---- — DEpos!ts——— _—- = ACCEPTANCES, Etec 
Increase Iacrease 
At Dec. 31 1938* 1944 1945 1946 i 1940 since 1938 1945 1946 
° ° 
Barclays ~» 429.3 917.8 1008.0 1171.7 16.3 173 14.7 31.0 
Lloyds .. -. 391.9 819.3 867.5 1012.9 16.7 I59 30.6 37-3 
Midland -. 408.3 1002.8 1059.6 1241.2 17.2 165 24.0 52.8 
Nat. Prov. os 308.3 589.9 6190.4 720..3 27.3 138 13.8 19.8 
Westminster .. 348.4 §98.9 642.4 776.2 20.8 123 14.2 21.3 
Martins. . ‘ik 99.1 204.2 212.7 253.1 18.8 15§ Pe 14.5 
District. . ive $2.1 169.7 179.3 210.7 #2..9 157 4.0 4.9 
W. Deacons .. 37.5 80.5 84.8 104.6 23.3 178 2% 3.5 
Glyn Mills ie 32.4 62.6 67.9 63.9 5.9 g? 4.3 5.5 
Coutts .. iP 23.0 39.0 41.9 52.5 26.2 r28 1.2 1.5 
National . 36.7 55.0 61.0 67.4 10.5 84 o.5 0.8 
* Weekly averages for December 


bills. Although increases in the tender issue of bills continue to follow the 
rather rigid pattern of the war years, so that week-to-week fluctuations in 
Treasury needs are still reflected in the T.D.R. issue, the outstanding tender 
bills now far exceed the total of T.D.R.s. Moreover, the bill supply to the 
banking system has increased more than correspondingly, because the rate of 
growth of overseas sterling funds in London has slackened, so that the discount 
market on the average now faces smaller competition at the weekly tenders. 
In consequence, the year has been marked by a large expansion of the banks’ 
money market assets. Their total at the year-end reached the huge, record 
level of some {1,040 millions, in contrast with {621 millions at end-1945 and 
a mere {289 millions when the low point was reached in April, 1945. The ratio 
to deposits was then only 6.4 per cent. Now it stands at over 18 per cent., 
which is not much below the pre-war level. 

The main banking trends of the year, therefore, were the huge inflation 
of deposits, an almost equally spectacular expansion of investment portfolios, 
a substantial growth of advances, and a large rise in money market assets— 
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with the T.D.R. holding showing little change on balance. The effects of 
these movements upon the clearing banks as a group are plainly shown by 
Table I, which sets out the annual changes in each item since the outbreak 
of war, while the effects upon the individual banks are shown by Tables II, 
III and IV. 

From the standpoint of bank earnings, of course, the significant changes 
are not those from one year-end to the next, but those in the average level 


maintained during the year compared with the previous year. And the 
TABLE III 
MAIN EARNING ASSETS 
£ millions 

c-——_— I NVESTMENTS———— 7" ——_—__ADVANCES————_- 
Increase Increase 
At Dec. 31: 1938* 1945 1946 in 1946 1938* 1945 1946 in 1946 

"o % 

Barclays a a 98.4 220.7 278.9 26.4 197.6 168.5 198.0 17.5 

Lloyds .. és ee 169.9 221.2 273.5 23.8 163.5 127.8 142.0 21.8 

Midland or is I22.0 259.4 282.6 9.0 207.4 75.5 219.6 25.21 

Nat. Prov. 84.0 133.1 159.0 19.5 139.4 130.9 154.6 18.3 

Vestminster .. rv Sia.2 8972:§ 195.3 53.2 133.4 109.4 131.4 29.2 

Martins. . me “s 35.1% 68.4 65.3 —4.5 43.5 34,2 45-4 37.2 

District. . cs we 29.3 60.9 67.7 if. 33.2 24.4 30.0 22.9 

W. Deacons ae IL.6 29.2 31.9 9.2 14.4 11.6 14.9 28.4 

Glyn Miils ae rg 10.7 21.0 23.3 e.2 9.6 14.0 Il.3 —19.3 

Coutts .. es sa 7.6 18.3 18.3 -— 9.3 8.1 9.9 26.2 

National Bs a I4.2 26.8 29.5 0.7 7.5 14.0 16.1 5.0 

* Weekly average for December. 
TABLE IV 
LIQUID ASSETS 
£ millions 
CasH Ratio Catt MONEY DISCOUNTS T.D.R.s 
At Dec. 31: 1945 1940 1945 1946 1945 1946 1945 1946 
of % 

Barclays .. a 1r1.08 8.45 42.0 67.3 95.5 156.0 345.9 339.0 
Lloyds... _ 10.9% 9.19 31.3 64.3 74.8 118.1 290.0 274.0 
Midland .. ia 1r.04 8.85 45.0 73.3 99.5 166.7 339.0 354.0 
Nat. Prov. a4 II.35 9.29 36.8 62.3 35.1 55.6 200.0 206.5 
Westminster ‘ 10.80 8.28 49.9 75.8 45-4 63.6 187.5 217.5 
Martins .. ay 11.30 68.85 II.J 26.0 5.0 18.2 65.5 67.5 
District .. xs 1.07 68.91 6.9 10.3 8.3 21.4 57-5 59.0 
W. Deacons + rr.4r 8.81 4:5 0.7 2.% 24.5 27.5 
Glyn Mills : 10.82 8.34 10.1 13.8 2.4 1.4 0.5 7.0 
Coutts “i ae 10.58 7.85 oe Et..% 1.5 2.0 6.5 6.5 
National .. = Ft97 8.79 14.5t 16.9f o.8f 0.9f 1.0 I.0o 


+ Treasury bills included with call money. 


increase in resources employed during 1946 was much less than the actual 
tise in deposits might suggest. Even so, average deposits rose by 8} per cent., 
which, on an earnings structure so highly-geared as that of the banks, is a 
very large addition. Average investments and average advances, however, 
showed almost as large an increase (roughly 16 per cent. in each case) as the 
year-end figures. In other words, the smallest movements in the averages of 
assets occurred in the low-yielding items: on the average, tully three- 
quarters of the additional resources available during the year was employed 
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in the relatively high-yielding investments (47 per cent.) and advances (39 
per cent.), and only one-quarter in cash, money market assets and T.D.R.s, 

There is no doubt, therefore, that earnings experience has been much 
more favourable than had been expected. It is questionable, in any case, 
whether in their original calculations of the effects of the cut in money rates 


TABLE V. 
PROFITS AND APPROPRIATIONS 


# oco’s 


| CONTINGENCIES, 


RESERVE Funp 














Net PrRoFItTs DIVIDENDS PREMISES AND AND 
Rate % Net Cost | PENSIONS CARRY-FORWARD 
1945 1946 | 1945/46 1945 1940 1945 1946 1945 1946 
Barclays .. 1,741 1,676 T4 1,041 1,146 | 642 514 57 17* 
Lloyds 1,630 1,553 12 Q22 988 | 200 190 508 495 
Midland .. 2,056 1,987 16 | 1,213 1,334 100 86630 744 23 
Nat. Prov. 1,356 1,331 15 711 782 | 500 86250 145 ~9ot 
Westminster 1,4¢C6 1,367 18 777. «855 600 500 29 12 
Martins 646 709 I5 312-343 | 250 300 84 66 
District 451 487 r8h 260 286 160 195 | 31 7 
W. Deacons 216 8239 12} | Bz 129 — 100 | 99 10 


* {1,000,000 transferred to Reserve Fund by appropriating £750,000 from War Contingencies 
provisions no longer required and /.50,o00 from undivided profits carried forward into 1946 
accounts ; thus raising the reserve to £12,250,000. 

+ Additional {270,584 from internal reserves, raising Reserve Fund to £10,000,000. 














TABLE VI 
‘BIG FIVE” PROFIT COMPARISONS 
| PROFITS ‘‘ GROSSED-uP”* 
Change Change Change 
Change in since since 
1943 1944 1945 1946 in 1946 1946 1939 1929 
f f £ £ % % % % 
Barclays ° 1,584,114 1,673,352 1,740,594 1,676,403 — 3.7 —12.6 +-10.8 +10.0 | 
Lloyds 1,515,002 1,655,400 1,629,959 1,583,178 — 2.9 | —II.9 +17.4 — 49 
Midland 1,984,396 2,038,274 2,056,274 1,987,148 — 3.4 —I2.3 + 7.0 +13.7 
Nat. Prov. .. 1,256,395 1,270,670 1,356,025 1,331,071 —- 27.8 —1r.0 +28.5 +10.0 
Westminster 1,347,815 1,366,907 1,405,592 1,366,622 — 2.8 —II.8 +24.3 — 3.3 
7,687,722 8,004,603 8,188,444 7,944,422 — 3.0 | —-I2.0 13.5 + §8 





* The year 1943 was the first in which comparisons in published profits between the several 
profits after deducting tax 


banks was possible, as in earlier years some banks computed “ 
on their dividends while one bank showed the dividends gross. 


“ grossed-up ”’ 


net ”’ 
This difference is eliminated, 
by adding back income tax at the standard 





however, if published profits are 
rate (and N.D.C. for war years), thus making comparisons possible over a longer period. 


the banks made sufficient allowance for the savings resulting from the changes 
in deposit allowances—possibly because of fears (which proved to have been 
exaggerated) that receipts from turnover commission would fall steeply. But 
if the banks as a group lost revenue on balance from the cuts in money rates 
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and allowances (which even now is not certain), they have secured an unex- 
pected set-off not only in the addition to their resources but in the abnormally 
high proportion which they have been able to employ remuneratively. In 
addition, receipts from commissions for services, and especially from overseas 
business such as confirmed credits, have expanded sharply. Altogether, a 
substantial cushion must have been created to absorb the heavy impact of 
rising staff costs. 

There were good reasons, however, for special conservatism in reserve and 
profit policy. The full effect of the increases already granted in salaries and 
pensions has not yet been felt, and, if the cost of living continues to rise, 
further increases may become necessary. Important rebuilding operations 
also remain to be done. Most important of all, both the volume of resources 
available for employment and the value of the huge investment portfolio 
depend very largely upon the whim of the Chancellor. It is worth noting, 
however, that if deposits rose no further, but averaged through 1947 the level 
reached at the end of 1946, they would still show for this year a larger average 
increase than in 1946 compared with 1945. Even so, it is hardly surprising 
that the banks as a whole, though, of course, all maintaining their dividends, 
should have wished to publish smaller net profits—despite the fact that even 
unchanged figures, because of the reduced rate of tax, would have indicated 
an appreciable decline. Table V summarizes the profit statements for the past 
two years, and Table VI gives a longer period comparison for the Big Five 
banks. The ‘ grossed-up ’’ figures on which the last three columns are based 
are not intended to estimate what profits would have been shown if the tax 
actually paid had not been deducted, for it is impossible to estimate the actual 
tax by this method: the calculation is the only available method of making 
the figures reasonably comparable as between the different banks over an 
extended period. 

The year’s trends in the discount market will be examined in detail in 
a future issue, but, for the sake of completeness of the statistical record, here 
are the figures of the three main companies. 


TABLE VII 
“ BIG THREE” DISCOUNT HOUSES 
£ millions 


Union National Alexanders Total 

Bills*— 

1944 a oe oi ss BPg.2 61.4 44-4 221.0 

1945 «. iva a HP 76. 8* 73.5 50.2 200.5 

7900 =. te oe ia See 102.1 82.2 339.5 
Investments— 

1944... ant ie ay 25.4 21.2 23.5 70.0 

1945 ae he a ed 69.5 15.6 18.7 103.8 

1940 ‘e ee 56.5 15.6 23.0 95.2 
Loans and Deposits— 

1944 .. = sie os £98.5 81.8 67.0 287.3 

1945... ma - os 5a. 87.9 68.2 300.8 

1946 5 Re Kc <« 264.0 116.1 102.8 423.9 

* Capital and Reservest— 
es re a i 5.3 3.0 3.2 10.5 
1940... ° es 8.2 3-4 4.0 15.6 


* Including short-dated securities other than bills, except in the 1945 and 1946 
figures of the Union Discount Co. ft Including carry forward. 
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Bankers’ Advances against Security 
I—Freehold and Leasehold Property 
By C. R. W. Cuckson 


HE legal aspects of the varying types of security taken as cover for bank 
"T advances and the practical problems which spring from the law, are 

perennial sources of difficulty for senior bank officials as well as students, 
An attempt to set out afresh the salient rules and principles therefore needs no 
apology—especially at a time when mary hundreds of bank men are still trying 
to pick up the threads of their duties and knowledge after years of very 
different activity. If apology is needed, it is rather for the inevitable 
‘‘ meatiness ’’ of a survey which will try, without loss of precision, to pack the 
many intricate details into a relatively short series of articles. Each of the 
principal types of security will be discussed in turn: it seems best to start 
with advances against freehold or leasehold property, for that is probably the 
group which is most difficult and least understood. Consider first, then, 
the two main methods by which such advances may be secured—the equitable, 
and the legal, mortgage. 


Equitable Mortgages 
An equitable mortgage or charge on freehold or leasehold property may 
be created by depositing the title deeds with the intention of thereby creating 
a security, even without any memorandum in writing, and the Court will 


admit oral evidence to prove the intention, and will give effect to such a charge 
by ordering the execution of a legal mortgage (Russel v. Russel, 1783). 
It is, however, the usual practice of bankers to take a “‘ memorandum of | 


| 
i 
' 


deposit ’’ as written evidence of the depositor’s intention, and to make it 
clear that the security extends to cover all moneys already owing, or that 
may from time to time become owing, by the depositor to the banker on the 
balance of a current account or otherwise, together with interest, charges 
and costs—thus excluding any possible contention that the security is intended 
to apply only to a single advance. An express undertaking to give a legal 
mortgage when required to do so is usually added. 


Such a memorandum, if under hand only, not under seal, is subject to a 


stamp duty of Is. per {100 of the amount at any time secured. 
Alternatively, an equitable charge may be created by a memorandum in 
writing, not accompanied by the deposit of title deeds, but registered as a 


‘“ general equitable charge ’’, Class C (iii), under Sect. 10 of the Land Charges | 


Act, 1925. Such registration constitutes notice of the charge to everyone, and 
no priority over it can be obtained. 

An equitable charge has the advantages of informality and of the low 
rate of stamp duty, but it has the considerable drawbacks that an equitable 
mortgagee is not entitled to demand the rents of the property or to go into 
possession of it, nor has he any power of sale. To obtain these powers he must 
invoke the aid of the Court, which on application will order the execution of 4 
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legal mortgage in pursuance of the mortgagor’s express or implied undertaking 
to execute one, or will order a sale of the property, followed, if necessary, 
by a “ vesting order ” in favour of the purchaser (Law of Property Act, 1925, 
Sect. 90). 

If the title to the property is registered at the Land Registry, an equitable 
mortgage upon it may be created by the deposit of the land certificate under 
Sect. 66 of the Land Registration Act, 1925. Notice of the deposit may be 
given to the Registrar, in order to prevent an unscrupulous mortgagor from 
obtaining a new land certificate by alleging that he had lost the one deposited. 


Legal Mortgages 


The Law of Property Act, 1925, enacted that a legal mortgage of freeholds 
should io future be effected by the creation of a ‘‘ mortgage term ”’ of years 
in favour of the mortgagee, subject to a proviso for cesser on redemption, 
or, alternatively, by a ‘“‘ charge by way of legal mortgage ”’ (see below). The 
legal fee simple therefore remains vested in the mortgagor, but the mortgagee 
is to have the same right to the possession of the title deeds as if the property 
had been conveyed to him. 

The Act provided that all future mortgages of leaseholds should be made 
by sub-demise (or by a charge by way of legal mortgage, see below). 

When taking a mortgage ot a leasehold property, if the lease contains 
a covenant by the lessee against sub-letting or mortgaging, the lessor’s licence 
to mortgage it by sub-demise will be required, but Sect. 86 of the Act provides 
that this is not to be unreasonably refused. 


Charges ‘‘ by Way of Legal Mortgage ”’ 


A legal mortgage of land created by a charge by deed expressed to be a 
“charge by way of legal mortgage ’’ was a novelty introduced by the Law of 
Property Act as an alternative to the method of mortgaging freeholds by 
demise and leaseholds by sub-demise. Without actually creating any mortgage 
term or sub-term, such a charge confers on the mortgagee the same protection, 
powers and remedies (including the right to take proceedings to obtain 
possession from the occupiers and the persons in receipt of rents and profits) 
as if, in the case of freeholds, a term of 3,000 years and, in the case of leaseholds, 
a sub-term less by one day than the term vested in the mortgagor, had been 
created in favour of the mortgagee. 

The simplicity and brevity of a “ charge by way of legal mortgage ”’ (or 
“legal charge ’’) have caused it to be very generally adopted by bankers in 
their printed forms of mortgage used when making an advance to an absolute 
owner of the legal estate in freeholds or leaseholds; but it should not be 
employed where the borrower has only an equitable interest, such as a reversion 
or an undivided share in property. These should be mortgaged by assignment, 
with a proviso for redemption as under the old law, and notice of the mortgage 
should be given to the personal representatives or trustees in whom the legal 
estate is vested. 

A mortgage or legal charge may, by the use of appropriate words, be 
expressed to secure advances made to a person other than the mortgagor. 
Although in such a case the mortgagor does not usually make himself personally 
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liable for the advances, a “ third party ”’ security of this kind creates a quasi- 
suretyship to the extent of the property charged, and several additional clauses 
are usually considered necessary for the banker’s protection. These will be 
discussed in a future article on the subject of guarantees. 


Second and Puisne Mortgages 


Though second mortgages, subject to a first mortgage, are not regarded 
with favour by bankers, there may be occasions when it is desirable to take one 
as a supporting security. As the title deeds cannot usually be handed over, 
being in the possession of the first mortgagee, a second mortgage must be 
registered as a ‘‘ puisne ’”’ mortgage, Class C (i), at the Land Charges Registry. 
This must also be done in the case of a first mortgage if the title deeds cannot be 
handed over, as, for example, if the property charged is only part of that 
comprised in the conveyance to the mortgagor. All such registered mortgages 
rank amongst themselves according to the date of their registration. 

Notice of a second mortgage should be given by the banker to the first 
mortgagee in order to prevent him from making further advances to the 
mortgagor if his mortgage empowers him to do so. If, however, the first 
mortgagee is not merely empowered, but obliged, by his mortgage deed to make 
further advances to the mortgagor, he may continue to do so, notwithstanding 
notice of a second mortgage. For this reason a first mortgagee should always 
be asked what the amount owing to him is, and whether his mortgage obliges 
him to make further advances. 

Conversely, if while a mortgage or charge in favour of a banker for securing 
a customer’s overdraft is in operation the banker receives notice of a second 
charge in favour of another person, he must “ break ”’ the customer’s account 
if a current account, and must make no further advances against the security, 
unless the holder of the second charge is willing to enter into an agreement 
enabling him to do so up to a figure named. 


Searches and Registration 


Before making any advance under a mortgage or equitable charge a banker 
should invariably make a search at the Land Charges Registry to discover 
whether there are any existing charges on the property. If the mortgage or 
charge is completed within 14 days from the date of the official certificate of the 
search, showing “ no entry’’, it will be protected. 

A search should also usually be made in the local land register kept by the 
county council, county borough council and urban or rural district council 
in whose area the property is situated for any entry of a charge in favour of the 
council, or of a town or country planning scheme. 

Legal mortgages of property in Yorkshire (excluding the City of York) 
must be registered in the Deeds Registry of the Riding in which the property 
is situated, whether accompanied by a deposit of title deeds or not, and before 
taking any mortgage or charge on such property a search should be made in 
that Registry, as well as in the Land Charges Registry of the Riding. 

Any charge on land owned by a company registered under the Companies 
Act, 1929, must be registered with the Registrar of Companies, or it will be 
void against the liquidator and creditors. Such registration is equivalent, 
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as regards priorities, to the registration of a land charge, and a search should 
therefore be made at the Companies Registration Office before making advances 
to a company against a mortgage or charge. 

A legal mortgage of registered land is effected by a registered charge, for 
which bankers have usually their own printed form. Production of the land 
certificate is necessary. 

A search in respect of registered land is usually made by sending the land 
certificate to the Registry to be made up to date by having all outstanding 
entries on the register copied into it. These will not include local land charges, 
for which search should be made in the registers of the local authorities 
concerned. 

Sub-mortgages : Borrowing by Mortgagees 

A person to whom money is owing under a mortgage may make use of the 
mortgage as security for money advanced to himself, giving the lender either 
an equitable ‘‘ sub-mortgage ’’ by deposit of the mortgage and title deeds, 
or a legal sub-mortgage. The form of the latter will depend on that of the 
original mortgage. If this was a mortgage by demise or sub-demise, creating 
a mortgage term, the sub-mortgage will be by sub-demise for a term a little 
shorter than that of the mortgage. If the mortgage was a legal charge, the 
sub-mortgage will be effected by transfer of the original mortgage, with a 
proviso for re-transfer on repayment. In either case, notice of the sub- 
mortgage must be given to the original mortgagor to prevent him from 
repaying any part of the mortgage debt to the original mortgagee (the sub- 
mortgagor) without the consent of the sub-mortgagee. 

A legal mortgage or sub-mortgage must be stamped at the rate of 2s. 6d. 
per {100 of the amount at any time secured. 

If more than one legal mortgage is held to secure the same advance, one 
must be stamped at the full rate of 2s. 6d. per £100 as a primary security, 
and the other or others may be stamped as collateral securities at 6d. per £100, 
with a maximum of ros. Collateral stamping does not apply to equitable 
mortgages stamped at the rate of Is. per £100. 


Special Provisions in Bankers’ Forms 


Bankers’ printed forms of mortgage generally contain clauses dealing with 
points which experience has shown to require particular attention. 

One such point is the fire insurance of buildings comprised in the mortgaged 
property. It is usual to require the mortgagor to keep the buildings insured 
for a certain proportion of their value with an office to be approved by the 
banker, to pay the premiums and to produce the policy and premium receipts 
to the banker. If the mortgagor fails to keep up the insurance the banker is 
empowered by the Law of Property Act to insure the property himself and to 
add the premiums to the debt. 

Another point frequently dealt with is the mortgagor’s power of granting 
leases. If the mortgage is silent on this point, the mortgagor, while in 
possession of the property, may grant agricultural or occupation leases up to 
50 years, and building leases up to 999 years. There may be differences of 
opinion as to the extent to which it is advisable to restrict the exercise of this 
power by the mortgagor without the banker’s consent. 
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A third point on which some provision is usual is the exercise by the banker, 
in case of need, of his powers as mortgagee, namely, his power of appointing a 
receiver of the income of the property, and his power of sale. These powers 
are conferred on every mortgagee by the Law of Property Act, but are subject 
to the following conditions, which may, however, be varied or excluded by the 
mortgage deed : 

(a) the mortgage money must have become due. If, in a banker's 
mortgage, the advance is made repayable on demand, demand for repay- 
ment must have been made ; 

(b) there must be either a defauit of three months in payment after 
demand, or of two months in payment of interest, or a breach of some other 
undertaking on the part of the mortgagor. 


When the mortgagee exercises his power of sale he can convey to the 
purchaser the fee simple (in the case of freeholds) or the whole unexpired term 
of the lease (in the case of leaseholds), though he has himself only a mortgage 
term or sub-term, or a legal charge, vested in him. 

It must be remembered that at the present time, and as long as the Courts 
(Emergency Powers) Act, 1943, remains in force, a mortgagee is not permitted 
to exercise any of his powers, or to go into possession of the property, without 
the leave of the Court. 


Discharge of Mortgages 

When a legal mortgage is paid off, or is no longer required as security, 
it may be discharged by a formal surrender by the mortgagee of the mortgage 
term, or by a release of the “ legal charge ’’, as the case may require, and the 
mortgagor is entitled to insist on having such a formal discharge. Alterna- 
tively, if the mortgagor agrees, the mortgage may be effectively discharged 
by a receipt for all moneys secured, stating the name of the person who pays 
the money, signed by the mortgagee and endorsed on, written at the foot of, 
or annexed to the mortgage. This operates, under Sect. 115 of the Law of 
Property Act, as a reconveyance, surrender or release, and is subject to the 
same rate of stamp duty, namely, 6d. per {100 of the total amount at any time 
secured. 

If a receipt endorsed on the mortgage does not state the name of the person 
who pays the money, it will not operate under Sect. 115, and will not be subject 
to any stamp duty ; but it will be evidence of payment, and, under Sect. 116 
of the Act, when the money secured by a mortgage is discharged the mortgage 
term becomes a satisfied term and ceases. It is, of course, for the mortgagor 
to say whether he will accept a receipt in this simple form, in order to save 
stamp duty. 

A mortgagee whose mortgage is discharged is not liable for giving up the 
title deeds to a person not having the best right to them, unless he has notice 
of the claim of a person (e.g. a second mortgagee) having a better right (Sect. 
96 of the Law of Property Act). In this connection “ notice ”’ does not include 
notice implied by the registration of a land charge. A mortgagee therefore 
need not search before handing over title deeds. 
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Indian Finances in Transition 
By H. C. G. Slater 


HE new orientation towards complete political independence in India 
"Tey well be paralleled in the economic sphere. Although India emerges 

from the war as the largest sterling creditor of the U.K., it certainly 
cannot be taken for granted that she will remain a loyal member of the sterling 
area—even though her best interests, despite some Indian doubts, obviously 
lie there—and her present financial strength gives obvious scope for an 
independent attitude if necessary. The negotiations on the sterling balances 
[discussed in an earlier article—EpD.] will perhaps provide the first real test 
of that issue. This article is concerned with the general economic situation in 
India, which is the background against which the problem of the balances 
must be viewed. 

Although a large part of India’s total trade is with the British Empire, 
she has in recent years increased her trade fivefold with the United States, 
and there is every indication that further development would be of benefit to 
both countries. Indian exports to the United States, although only about 
2 per cent. of total U.S. trade, are of a kind which the latter cannot easily 
obtain elsewhere—notably, raw jute, jute manufactures, lac, shellac, mica film, 
cashew nuts, myrobalans and other raw materials. On the other hand, her 
imports from that country consist chiefly of chemicals (coal tar products, 
dyes, etc.), medicinal and pharmaceutical preparations, unmanufactured 
tobacco and foodstuffs. But India’s greatest needs to-day are for capital 
equipment and skilled technicians to enable her to develop her industries. 
For both of these the United States is at the moment the largest potential 
source of supply, so that the American market presents special attractions. 
But it is not easy, during this phase of pressure of demand, for the United 
States to release technical experts, and the problem for India is complicated 
by the fact that her industries in the past have been equipped largely with 
British plant and machinery. 

The early elimination (July, 1947) of the Empire dollar pool is, however, 
likely to involve a further liberalization of the Indian import licensing system, 
whereby imports from hard currency countries have been restricted. In 
addition, India’s trade with the U.S.A. at present shows a favourable visible 
balance, though it is perhaps questionable whether that means that India 
now has an overall net dollar surplus on income account. There is, however, 
the further consideration that the emphasis in Britain upon exports to America 
and other hard currency countries in the next few years may conceivably tend 
to limit U.K. exports to India, a circumstance of which the U.S.A. will no doubt 
take full advantage. 

The figures given on page 112, while vitiated to some extent by war needs 
and the Lend-Lease programme, show, nevertheless, the expansion which has 
occurred in recent years in Indo-U.S. trade and the proportion in which total 
Indian trade is shared by the U.K., the British Empire and the United States 
of America. 
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U.K. AND U.S. SHARES OF INDIAN TRADE 
Lakhs of Rupees 


1938 1944 1945 
Imports Exports Imports Exports Imports Exports 
ie ss és s« @,052 5,514 3,860 6,566 5,043 6,402 
% of Total Trade 31 .4 34.1 21.3 30.0 2I.2 29.3 
Total British Empire .. 8,788 521 7,932 14,090 9,006 13,016 
% of Total Trade 59.3 52.7 40.9 64.4 37.9 59.7 
U.S.A. “4 -« “Snel 1,343 3,014 3,820 7,106 5,070 
% of Total Trade 7.4 8.3 25.0 22.6 Ri * 22 
Total Trade .. «< 25,342 16,169 18,090 21,884 23,754 21,813 


Figures for the first four months of 1946 reveal an export surplus of approxi- 
mately Rs.12 crores in India’s favour in her trading with the U.S.A. (Exports, 
Rs.24 crores ; imports, Rs.12 crores.) 

The cessation of the war has involved the demobilization and resettlement 
of over a million men in India, apart from the re-employment of workers from 
war industry. The main burden of this formidable task has necessarily fallen 
upon the Provincial Governments. Indices show that since 1939 the rate of 
increase in the note circulation, demand deposits and wholesale prices has been 
roughly twice as fast in India as in the U.K. This is due primarily to the war 
expenditure of the Allied Governments in India, and its cessation now must 
necessarily produce a rapid deflation unless counter-measures are taken. 
The authorities, however, have been alive to the danger, and the current 
year’s Budget estimates provide for an expenditure of about Rs.100 crores 
(£75 millions) by the Provincial and Central Governments on schemes for 
agricultural development and industrial reconstruction. Further large sums 
(Rs.goo crores, or {665 millions) are scheduled to be spent in the next few 
years. The drop in defence expenditure by the U.K. and Indian Governments 
in the current year was forecast by the Finance Member to amount to about 
Rs.600 crores. So far, however, the Government’s plans and the increased 
economic activity of the country seem to have offset the deflationary tendency. 

The note circulation in January, 1946, amounted to Rs.1,220 crores, but 
rose to Rs.1,242 crores in June, since when there has been a mainly seasonal 
reduction to Rs.1,202 crores (November 22, 1946). A general analysis of the 
sources of money supply in India from 1939-46 reveals that the net accrual 
of sterling, amounting to Rs.2,026 crores, was the primary cause of the 
inflationary potential; budgetary deficits (including capital expenditure) 
since 1942-43 amounted to Rs.795 crores, and thus played a secondary part. 
The rupee debt during this period has risen by Rs.1,200 crores, but the public 
cash balances have also risen, from Rs.82 crores in 1939-40 to Rs.2,048 crores 
in 1945-46. Government balances with the Reserve Bank during the same 
period have risen from Rs.4 crores to Rs.503 crores. The Budget deficit 
for 1946-47 is estimated at Rs.44 crores, compared with a deficit in 1945-46 
of Rs.145 crores. 

In spite of the modification of controls over the production and distribution 
of goods and the co-ordination of food control measures, the index numbers of 
wholesale prices and cost of living still reveal a tendency to rise, the main 
causes of which are the continued shortages in consumer goods and the scarcity 
of foodstuffs. The working class cost of living index (Bombay, 1933-34 = 100) 
was 267 in August, 1946, compared with 242 in January, 1946, while the 
general index number of commodity prices (August, 1939 = 100) was 271 in 
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September, 1946, against 250 in January, 1946. General economic activity, 
as measured by the figures of both external and internal trade, shows an 
upward trend. Capital’s general monthly index of industrial activity, 
at 127.5 for 1945-46, compares with 120.7 for 1944-45 and 109.2 for 1943-44. 
The external trade figures for the six months ended June, 1946, reveal a favour- 
able balance of trade of Rs.43 crores, compared with an unfavourable balance of 
Rs.14 crores for the similar period of 1945. Clearing house returns and 
statistics of the movement of funds in India also show increases over 1945, 
while the scheduled banks’ ratio of advances and discounts to total deposits 
rose by 12 per cent. between November, 1945, and November, 1946. Demand 
and time liabilities of the scheduled banks rose from Rs.674 crores and Rs.273 
crores respectively in November, 1945, to Rs.750 crores and Rs.345 crores 
respectively in November, 1946, the ratio of advances and discounts to 
liabilities being 42.1 per cent. 

While the increased utilization of their surplus funds in advances and 
discounts is welcome to bankers, increasing anxiety is felt about the cheap 
money drive of the Government. The yield on Government securities has been 
driven down to very low levels. The Governor of the Reserve Bank, in a 
recent speech, questioned whether it would not be more advantageous to 
consolidate the progress already made rather than attempt a still further 
reduction. He pointed out the need for cheap money to percolate to other 
sections of the loosely-knit Indian economy, whereas its repercussions have 
so far been apparent only on the stock exchanges and security markets. 
While bank rate and the Imperial Bank of India “ Hundi”’ rate (the discount 
rate for first-class bills) remain at 3 per cent., bazaar bill rates range between 
5 per cent. and 7 per cent. Call money in Bombay averages at present about 
} per cent. p.a. and the three months Treasury bill rate is less than 4 per cent. 
p.a. The yield on 3 per cent. paper (undated) is now 2.88 per cent. In 
November, 1946, the Government announced a 2} per cent. loan at 99}, 
repayable in 1954 for an amount of Rs.35 crores. The response by the market 
to this latest attempt by the Government was not satisfactory, the public 
subscribing only about one-quarter of the issue. In May, 1946, the Government 
announced its intention of repaying the outstanding balance of Rs.277 crores 
of 34 per cent. non-terminable loans. Holders of these stocks were offered 
conversion facilities into a 3 per cent. loan repayable after September 16, 
1986, or a 2? per cent. loan at 99 repayable in 1976. Final figures of the extent 
to which these offers were accepted are not yet available. 

In the bullion markets the major factors influencing the trend towards 
higher prices were the shortages of ready bullion, the speculative activity of 
operators and the difficulty of obtaining stocks from abroad. Despite the heavy 
falls of November and December, prices continue to rule above world parities. 
The present import duty on gold is Rs.12.8 annas per tola, equivalent to about 
{2 10s. per ounce. The silver import duty of Rs.g.6 annas per 100 tolas is 
equivalent to about 4d. per ounce. The Indian price of gold at, say, Rs.100 
per tola is roughly equivalent to £20 per ounce, or about twice the world price 
after deducting the import duty. Similarly, the price of silver at Rs.150 per 
100 tolas is equivalent to about 72d. per ounce, against the official London 
price of 55$d. per ounce. The cost of shipment to India is reckoned at about 
2d. per ounce. It has been announced that official sales of gold during the war 
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amounted to 7.5 million ounces. These sales by the Reserve Bank were 
undertaken on behalf of the U.K. and U.S.A. Governments between 1943-44 
and 1945-46, and the resulting profit on them from the high premium on gold 
in India must be nearly Rs.50 crores. Official silver sales between 1939-40 
and 1945-46 amount to 181 million ounces, a figure which must be compared 
with the amount of 226 million ounces of Lend-Lease silver to be returned to 
the U.S. in kind within five years of the end of the ‘‘ emergency ”’ 

With a view to checking black market operations and tax evasions, two 
ordinances were issued by the Government in January, 1946. The first called 
upon all holders of large denomination notes to declare their holdings, and the 
second demonetized bank notes of the denomination of Rs.500 and over after 
a certain date. Out of a total holding of Rs.143.97 crores of high denomination 
notes in circulation on January 11, 1946, Rs.128.02 crores were exchanged 
for smaller notes by June 30, 1946. The remaining Rs.15 crores of these notes 
is still outstanding. 

One result of the promulgation of the High Denomination Notes 
Demonetization Order was to create a tremendous demand for gold, so much 
so that the Bullion Exchange authorities had to suspend all forward business 
foratime. A further ordinance on January 15, 1946—the Banking Companies 
(Inspection) Ordinance—gave the Central Government power to direct the 
Reserve Bank to undertake the inspection of the books and accounts of any 
banking company. This was a temporary measure, but permanent effect will 





no doubt be given to it by the Banking Companies Bill now before the Legis- | 


lature. There is no doubt that much wider powers than are now available 
are required for the control of banking in India. In this connection the Reserve 
Bank Act has been recently amended to prohibit the issue of promissory notes 
payable to bearer after a fixed period. The prohibition in Section 31 of the 
original Act dealt only with bills of exchange payable to bearer on demand, 
and the practice of evading this regulation by promissory notes was not only 
undesirable, but encouraged tax evasion and anonymity after the fixed period 
expired. 

Many hundreds of small businesses, self-styled banks, have been established 
since the outbreak of war, some of them involved in finance of black market 
operations and speculation. Other undesirable tendencies which have 
developed among some of the smaller banks include the payment of dividends 
out of profits received from sales of Government securities by banks without 
adequate reserves, the opening of branches indiscriminately in order to attract 
deposits, the undesirable manipulation of accounts, and other practices against 
which definite action is called for at an early date if the banking structure 
of the country is to remain on a sound footing. The Reserve Bank is keenly 
alive to these problems. An Indian Exchange Control Bill has just been passed 
by the Legislative Assembly as an enabling measure to come into force at a 
later date. This Bill gives wide powers of exchange control to the Government 
and enables it to call for particulars of all foreign assets including sterling 
held by residents in India. These powers are very similar to those obtained 
recently by the Government in this country, and no political implications 
need be read into them. 
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Legal Decisions, 1925-1945 
(ix) Miscellaneous Cases (contd.)— Payment by Mistake 





By a Lecturer in Banking 


LL bankers, and paying cashiers in particular, know the danger of making 
A\ payments for which the customer cannot be legally debited. It is a 

serious danger in theory, and the only thing that prevents it from being 
equally serious in practice is the honesty and goodwill of the people who 
receive the money so paid. Nevertheless, there have been numerous instances 
in which banks have lost money where payments have been made as a 
result of a mistake, and the law on the matter is therefore worth examining. 

Certain rules emerge from decided cases which can serve as a guide in any 
circumstances that may arise in practice. First of all, the mistake must be 
one of fact ; “‘ a familiar case,’’ Lord Dunedin said in a famous decision, “ is 
the paying of money by A to B under the mistaken impression in fact that a 
debt was due, when in truth there was no debt due ’’. Unfortunately, in real 
life mistakes are often a mixture of fact and law, but the banker is at present 
governed by Wright, J.’s decision that, in such a case, the payer is not protected 
unless it was the mistake of fact that caused him to pay. 

Secondly, the mistake must be as to some matter between the payer and 
the receiver—it must touch the actual transaction. A good example is that 
of a cashier who pays a cheque to the payee (a third party) over the counter 
and then immediately discovers that the drawer has not sufficient funds. 
In law, the mistake is irrevocable and the money not recoverable, for the 
mistake is not between bank and recipient, but between bank and customer. 

Thirdly, the mistake must be on the part of the payer ; it is not directly 
material whether the party paid was likewise mistaken—-so long as the 
‘mistake ”’ on the recipient’s part did not amount to fraud. 

The courts, in applying these rules, have distinguished between money 
paid on negotiable instruments and money received by some party (e.g. a 
bank) as an agent. Where a negotiable instrument is concerned, the rule is 
that money paid to an innocent person cannot be recovered if the recipient 
has had the money in his possession long enough to affect his position. Whether 
it has affected his position is immaterial. This rule flows naturally from the 
limited protection afforded by the Bills of Exchange Act to the holder of a 
dishonoured bill. Where an agent innocently receives money paid under 
mistake of fact, there can be no legal recovery if the agent, before notice of 
the mistake, has paid over to his principal, or materially altered his position. 

These basic rules, and their application, were confirmed by the rather 
complicated Court of Appeal case of Jones v. Waring and Gillow (1926). That 
decision does not call for examination here, but it is worth noting because of 
its authoritative ruling that a payee cannot be a holder in due course. 

The principal decisions since Volume III of Legal Decisions affecting 
Bankers appeared show, in the main, how sound were the rules that emerge 
from Paget,* but it must be borne in mind that the courts rarely have 





* Law of Banking. 
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to deal with a case that is on all fours with the facts of a previous case, 
The judgments Paget reviewed were nearly all concerned with the question 
of A’s having received money from B which the latter considered that he had 
paid under some misconception entitling him to recover. But suppose A 
claims money from B on a negotiable instrument which, so far as the instrument 
is concerned, appears to be due from B to A, what defences can B put forward ? 
A, the claimant, might be a bank which, having discounted a bill drawn on 
B, stands in the position of a holder-for-value and, ordinarily, of a holder-in- 
due-course. A decision on this point is implicit in Ayres v. Moore (1939). 

Ayres drew a batch of bills on Moore, who accepted them before Ayres 
signed them as drawer. The bills were made payable to Ayres’ own order, 
Moore’s acceptance was procured by one Fisher, who represented to Moore 
that the bills were needed as security for money advanced by Ayres for the 
purchase of some patents in which both Fisher and Moore were interested. 
Ayres had, in fact, advanced some money but only as a personal loan to Fisher, 
Before maturity, Moore discovered the facts and refused to honour the bills 
on presentation, alleging (among other things) that he had given his acceptance 
in mistake of fact. The court agreed that such a mistake had occurred but 
held, on the somewhat complicated story before it, that the mistake of fact 
was not “ fundamental ’”’, and so not relevant. This decision flowed from 
earlie1 ones, particularly that given by Lord Justice Scott in Morgan v. Ashcroft 
(1937), where he said : ‘“‘ There is a plain principle applicable to all those cases 
of payments in mistake of fact, and that is that the mistake must be in some 
aspect or another fundamental to the transaction’. Scott, L.J., was dealing 
with the kind of case Paget had in mind, where a payer sought to recover, but 
the court, in Ayres v. Moore, using the legal instrument already conveniently 
to hand, held that, in a defence which seeks to repudiate liability upon a 
contract contained in a bill of exchange upon the allegation that the contract 
was entered into under a mistake of fact, it was at least as necessary as in 
the other kind of case to show that the mistake was fundamental. 

That settles “ mistake of fact ” but it is important to note that, on another 
defence, Moore escaped liability. He alleged, and the court accepted his story, 
that his acceptance had been procured by Fisher’s fraud. That would not have 
helped Moore, however, had Ayres been a holder-in-due-course. But Ayres 
was not such a holder, for he had taken the bills before they were ‘‘ complete 
and regular ’’ (Bills of Exchange Act, s. 29—he had not at that time signed as 
drawer) and, secondly, as the payee, he could not be a holder-in-due-course 
(see Jones v. Waring and Gillow, 1926). But, had Ayres sold the completed 
bills to his bank, the latter, taking them in good faith and without notice of 
any irregularity, could have enforced payment against the acceptor. 

The second case, Weld Blundell v. Synott (1940), is of close interest to 
bankers. The plaintiffs were first mortgagees and the defendant was the 
second mortgagee. The mortgagor having defaulted, the plaintiffs exercised 
their power of sale. The proceeds amounted to £6,595 2s. 8d., and the plaintiffs’ 
share came to £6,293 17s. 7d., leaving £301 5s. 1d. for the second mortgagee. 
Owing to a miscalculation by the plaintiffs of the amount of interest due to 
them, the plaintiffs overpaid the defendant {112 ros. od. and later sought to 
recover this sum as one which had been paid under a mistake of fact. The 
defendant contended, first, that the mistake was one between the mortgagor 
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and the plaintiffs, not between the plaintiffs and the defendant, and was, 
therefore, not such a mistake as would make the money recoverable ; and, 
secondly, that the plaintiffs had made a representation of fact to the defendant 
on which he had acted to his detriment in that he had increased his overdraft 
with his bank to guarantee the mortgagor’s overdraft, and that the plaintiffs 
were accordingly estopped from demanding repayment. 

These two defences were dismissed on the following grounds: First, there 
was, perhaps, a mistake between mortgagor and plaintiffs, but that did not 
rule out the possibility that there was also a mistake between plaintiffs and 
defendant. Where what A owes to B depends on what A is owed by C, and 
A, owing to a mistake as to the latter amount, automatically makes a mistake 
as to the former amount, there is a mistake, not only as between A and C, 
but also between A and B. Therefore the argument that the present mistake 
was solely one between payer and payee was unsound and could not be adduced 
as a reason for retaining the money. Secondly, assuming that there was a 
mistake of fact entitling the plaintiffs prima facie to recover, were they 
estopped from recovering ? It was argued for the defendant that there was a 
representation of fact by the plaintiffs which had been acted upon by the 
defendant to his detriment. The argument as to estoppel was supported by, 
and tangled up with, various figures, but it presumed one thing—a duty on 
the part of the payer to the payee to inform the latter of the true state of the 
account. In the present case was there such a duty? A first mortgagee who 
collects the full proceeds is under a duty of some kind to incumbrancers who 
rank after him—a duty to hold the balance of the proceeds, after satisfying 
his own debt, in trust for those incumbrancers ; but the law does not place on 
him an additional duty to inform the second mortgagee correctly of the true 
state of the account. The duty under this head does not exceed that of an 
ordinary trustee—and in his case estoppel would not arise in such circumstances. 
It followed that the plaintiff was entitled to recover the {112 Ios. od. in dispute. 

This case is interesting because, though the question of recovery of money 
paid by mistake had been considered in a number of previous decisions, this 
was the first instance in which it concerned the surplus proceeds of a sale made 
by a first mortgagee to a second mortgagee. Its importance to lending bankers, 
whether they are first or second mortgagees, is obvious. 

The last of these decisions which deserves to be noted here is Britssh- 
American Continental Bank Ltd. v. British Bank for Foreign Trade Ltd. (1925). 
There were a‘large number of interested parties, and the story reads rather 
like a modified version of the House That Jack Built, but the facts were such 
that there was an opportunity to state the law both as regards a bank which 
makes a payment in mistake of fact and a bank which, acting as an agent, 
receives the payment but claims protection against a demand for repayment. 

By an agreement made between the plaintiffs in London and the Pacat 
Finance Corporation in New York, the plaintiffs agreed to sell to the Pacat 
Corporation 750,000 Belgian francs, deliverable in Brussels on December 31, 
1920. By the same agreement, the Pacat Corporation undertook to sell to 
the plaintiffs £12,000 sterling deliverable on the same date in New York in 
dollars. To secure the delivery of the francs the Pacat Corporation gave the 
plaintiffs instructions to pay the money to the defendants in Brussels for their 
(Pacat’s) account, and they instructed the defendants to receive the money 
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and to pay it over to the Banque Industrielle de Chine, Antwerp. The defen- 
dants arranged that the money should be received on their behalf by the 
Banque des Colonies, who were to pass it on to the bank in Antwerp. The 
plaintiffs, on their part, instructed the Credit Generale Liegeois, Brussels, to 
make the payment on their behalf to the defendants. 

In the early morning of December 31, the Credit Liegeois made the payment 
to the Banque des Colonies, the agents of the defendants, and that bank 
carried out the instructions held by them to transfer the money to the Banque 
Industrielle de Chine. On December 30 a petition in bankruptcy was pre- 
sented against the Pacat Corporation in New York and they at once cabled to 
the plaintiffs requesting them not to pay the francs, as they (Pacat) were not 
in a position to complete the transaction. Simultaneously, the Banque 
Industrielle de Chine, New York, cabled to their Antwerp branch that the 
francs would not be paid to them. 

Both cables were received on December 31. The plaintiffs immediately 
telegraphed the Credit Liegeois instructing them not to make the payment, 
but the message reached them too late to prevent the transfer. The next 
business day, January 3, the Banque Industrielle de Chine, Antwerp, instructed 
the Banque des Colonies to pay the francs back to the defendants. This was 
done, and a letter was written by the Antwerp bank explaining why they weie 
refunding the money. The plaintiffs, hearing that the francs were back in the 
defendants’ hands, demanded repayment, but the receiver in bankruptcy of 
the Pacat Corporation told the defendants not to repay, which instructions 
the defendants (to whom Pacat were heavily indebted) faithfully obeyed. 
The plaintiffs then brought an action for recovery of money paid under mistake 
of fact. 

The defendants said, first, that the payment had been made by the plaintiffs 
under a legal liability and to the right person, and therefore could not be 
recovered ; and, secondly, that, assuming a mistake of fact, it still could not 
be recovered from them, for they had paid it away, and the 750,000 francs 
they received back were returned to them as agents of the Pacat Corporation 
and they held it for Pacat. 

To these two contentions the Court of Appeal replied as follows. First, 
had there been a legal obligation to make the payment then it could not have 
been recalled under any circumstances. But it was not so made, for at the 
time of payment no legal obligation did in fact exist. Secondly, the francs, 
having been returned to the defendants by the Banque des Colonies, were 
held, in the circumstances in which they were returned, by the defendants 
under precisely the same conditions as they were originally received by them, 
except that the instructions to pay them away had been withdrawn. It followed 
that the plaintiffs were entitled to a return of the francs from the defendants. 
The interposition of the trustee in bankruptcy made no difference—it was 
entirely irrelevant to the rights of the plaintiffs. 








Previous articles in this series have discussed the principal cases under the following heads : 

THE COLLECTING BANKER: May, June and July issues. 

THE PAYING BANKER (General): July and August tissues. 

THE PAYING BANKER (Garnishee Orders) : September issue. 

THE LENDING BANKER—Guarantees ; Limited Companies: September and 
October issues. 

THE LENDING BANKER—Documents of Title to Goods; Insurance Policies : 
October and November issues. Bankruptcy ;: December issue. 
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the Irish Banking Controversies* 








The 


els, to By G. A. Duncan 


yment RANSITIONAL influences in Ejire’s economy have brought to the 
bank T sattace at least three issues which have lately been the subject of active 
anque discussion—the risks of a further inflationary rise in prices, the future 
5 pre of the sterling balances, and the technical structure of the Irish banking 
led to | system. Before passing to these, it seems desirable to survey briefly the 


anque the Irish banks. 
it the The war-time trends have not been radically altered. Balance-sheet totals, 
including the Central Bank, have increased by 9.3 per cent. to £388 millions, 


re not | effects of the first complete year of peace upon the balance-sheet position of 


lately | in consequence of an expansion of the note circulation by £3.7 millions, or 
ment, | 7.4 per cent. (practically the whole of which occurred in the 26 counties), 
next and of deposits by £26.5 millions, or 9.5 per cent. (with a somewhat more 
ucted rapid rate of growth “ elsewhere ’’). 
S Was The principal counterpart of these movements is again to be found in 
" wele investments ‘‘ elsewhere ’’, which have risen by £26.4 millions, or 14.2 per cent. 
in the In addition, various Government funds increased their holdings of sterling 
cy of securities in 1945 by £5.9 millions, and net purchases of “foreign’’ securities 
tons through stockbrokers in the 26 counties reached {6.2 millions—these figures 
eyed, exclude the unrecorded transactions through stockbrokers ‘‘ elsewhere ”’. 
stake IRISH BANKS: COMBINED FIGURES 
se BANKS IN THE TWENTY-SIX COUNTIES, INCLUDING THE CENTRAL BANK OF IRELAND 
ntiffs j (£ 000’s) 
ot be f Business in 26 Counties Business elsewhere 
d September quarter: 1934" 1939 1945 1946 19344 1939 1945 1946 
not , 
fi Capital and Reserves oe 10.2 16.3 10.5 120.8 6.9 7.2 7-4 8.0 
rancs | Notes ik a << BS 26.8 -s7ie. “no 3.2 4.0 12.2 12.3 
ation Deposits <4 ss 320.9 334:4 169.2 257.2 44.5 42.4 80.4 88.9 
Other Liabilities ry sid 3.2 3.3 5.7 6.0 1.6 2.9 2.2 3.7 
as Total Liabilities ~~ oo 346.6 246.1 - 262.8 295.0 56.2 55-9 102.2 112.9 
First, Cash and Call Money ies 5.0 5.8 2:9 482.7 17.0 19.6 69.9% 66.68 
have | Bills and Advances .. as 49.5 88:7 46.90 §2.1 26:7 26.79 20.8 23.4 
t the Investments? a Ze 7.8 t:.0 3.2 II.9 88.8 76.9 186.4 212.8 
; Other Assets .. sm ie 3.4 3-3 3.7 4.5 4.5 4-7 4.3 4.8 
ancs, Total Assets .. ba ~« Ose 22.4 23.5. 22 137.0 127.9 281.4 307.6 
were Excess of Sterling Assets .. 80.8 72.0 179.2 194.7 _ — — _ 
lants | Notes : ! The year 1934 (bottom of the secondary depression induced by the economic war, 
ants : . : : , = 
| and the first year for which these series are available) is added to enable comparison 
nem, between pre-war and war trends. 
owed ? Including a// assets, other than U.K. Government securities, held by the Central 
ants. § Bank. 
§ Including Government bills. 
was 


Two significant, but still quantitatively small, reversals of previous trends 
appear. One is the contraction of quick assets ‘‘ elsewhere ’’ by £3.3 millions, 
i and of total quick assets by £2.3 millions, reducing their proportion to banking 

liabilities from 24.5 per cent. to 21.8 per cent. This proportion is, however, still 
; much higher than the 12.2 per cent. of 1934 and 14.4 per cent. of 1939. The 
other change is the upward turn in loans and advances, more marked “ else- 
where’ (with an increase of {2.6 millions, or 12.5 per cent.) than in the 26 





* See also Editorial Note on page 76. 
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counties (an increase of {5.2 millions, or 11.1 per cent.). This brings the 
volume of loans and advances back to the pre-war level within the 26 counties, 
but not elsewhere. In so far as this volume depends on loans to farmers, the 
probability is that war conditions have enabled farmers to reduce their net 
indebtedness to the banks. 

The cause of the continued accumulation of sterling securities remained 
as before—a strongly active balance of payments on current account. In 1945, 
the latest period for which estimates have been published, the overall surplus 
appeared, on the incomplete data available, as {23.9 millions, against a revised 
figure of {27.8 millions for 1944. Emigrants’ remittances and legacies, and 
pensions and allowances paid by the Government of the United Kingdom, 
continued to increase in 1945 to a known total of £13.8 millions ; in addition 
to what is recorded, large sums have been remitted by cheque or carried or 
posted in cash. It is probable that these sources of income have increased still 
further in 1946. The most significant change in this field is the reappearance 
in a big way of the traditional import surplus (£5.4 millions in 1945 and {15.2 
millions in the first six months of 1946), but it has so far failed to overtake the 
“‘ invisible ’’ items in the current account. 

The other indices of banking activity have correspondingly expanded. 
Daily debits (average of the first nine months) rose from £3,153 in 1944 to 
£3,377 in 1945 and £3,959 in 1946. Undoubtedly, this increased activity 
is associated with inflationary pressures in the real estate market, where 
properties are changing hands at prices equivalent to two and a half to three 
times their pre-war value. It is commonly believed, and not without some 
plausibility, that an influx of “‘ refugees from across the water ’’ has been a 
potent influence in this movement. 





* 


The most discussed present problem is that of the recent spurt in prices of 
consumers’ goods from a level already high. The imperfect official ‘“ cost-of- 
living ’’ index has not yet registered this spurt, which became most marked 
in the autumn of 1946. There can be no question that prices in this country, 
particularly Dublin, are substantially and exasperatingly higher than the 
prices of comparable goods in the United Kingdom, with the exception of 
certain luxury goods severely hit by the U.K. purchase tax. 

Wage earners and profit receivers, however, have been able to protect 
themselves against the rise. In agriculture, industry and transport the money 
incomes of these groups taken together had increased by 1945 by an amount of 
the order of £60-£70 millions, and probably more by 1946.* This increase, 
moreover, has been accompanied by a fall in the volume of production, 
so that it represents entirely a price phenomenon. 

The main cause of the rise in prices is, of course, the same as in the U.K.— 
the pressure of continuing high levels of monetary income against a continuing 
scarcity of goods, whether imported or locally produced. In Eire the increase 


* The net output of agriculture is officially estimated to have risen from £44.8 millions in 
1938-9 to {99.8 millions in 1945. The net output of all industries and services may be estimated 
(on the basis of the results in eight industries, covering about a quarter of the total, which are 
the only ones so far available for 19045) to have risen from £35.5 millions in 1938 to £44.6 millions 
in 1945. The traffic receipts of railways, tramways and omnibuses rose from £6.4 millions in 
1939 to an estimated {11.5 millions in 1946. 

+ Gross agricultural output in 1945 was only 96 per cent. of 1938-39 and the volume of output 
of transportable goods in 1945 was only go per cent. of the 1939 level. 
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in monetary income has been generated by events outside its borders, not by 
Government deficit-spending as in belligerent countries, so that there has been 
no domestic “‘ Savings Drive” to draw off part of the “ surplus income ”’ 
as fast as it is created. Given, too, the volume and character of Eire’s imports 
and exports, there is little of the price structure which is not directly affected 
by U.K. prices. The phenomenon has also been aggravated directly and 
indirectly by the Government’s policy of high protection. This autumn 
and winter natural and artificial scarcities of home-grown foodstuffs (e.g. 
vegetables and sugar) have intensified it, and led to much complaint in the 
public Press. Financing of Government deficits in the 26 counties by resort to 
credit creation is not a contributory cause. 

It is improbable that a system of price controls would have much curative 
effect. So long as the underlying conditions persist, control, even if successfully 
contrived so as to do no more than “‘ squeeze out the water ” from the many 
current ‘‘ exploitatory ”’ prices, will drive essentials under the counter and 
create black markets; if it unskilfully went further, it might even inhibit 
production. The ineffectiveness of price control alone, where goods are scarce, 
has twice (in 1914-18 and 1939-45) been demonstrated ; if it is to succeed, 
production and distribution of goods and the use of income must also be 
controlled. One would need to think twice about the building up in the second 
year of peace of the elaborate apparatus that would be necessary. 

The immediate prospect also is that internal events will conspire to boost 
the price rise, as a result of the almost universal general increases in wage rates 
that are being negotiated since the annulment of the Wages Standstill Order 
last autumn—simply to compensate for the increase in the cost of living. 
The only real cure is a large increase in supplies of goods. Ultimately, this boils 
down to a large increase in imports, for there are few domestic industries which 
do not rely largely on imported materials. But to this there are three great 
obstacles : sterling control, which limits Eire’s purchases outside the sterling 
area ; the scarcity of goods for export from the U.K. ; and Eirean Government 
policy, which remains on principle hostile to imports, even as the only means of 
realizing Eire’s accumulated sterling assets. Theoretically, the impact of the 
rise in U.K. prices on domestic prices could be diminished by raising the 
exchange value of the local currency in terms of sterling. The practical 
repercussions of such a step, however, rule it out from immediate consideration. 

* 


What is likely to be the future of the accumulated sterling assets? Are 
they likely to be repatriated, and, if so, how ? 

The £34 millions held by the Central Bank will continue to be held in sterling 
securities so long as the present Currency Act lasts, and there is no immediate 
reason to expect its repeal. The magnitude of this holding depends on the 
monetary social'income and the currency-using habits of the people ; on neither 
score is there any immediate reason for expecting a recession. 

Of the £178 millions held by the commercial banks and the large but 
unknown volumes held privately, a large fraction is undoubtedly the counter- 
part of postponed outlays, such as replacement of equipment, and will therefore 
probably be realized if and when importable goods become once more available. 
It is also possible that the professional middle classes may, to some extent, 
be compelled to realize their holdings in order to maintain their customary 
standards of consumption in the face of rising costs. As mentioned above, this 
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process of bringing home the pork is limited by the convertibility of sterling 
and domestic protectionism. Equally certainly a large part, particularly of 
the increased receipts of farmers, will remain after this war as after the last one 
as permanent savings. What, then, is the relative likelihood of this part 
remaining in its sterling form, or of its being repatriated ? 

All the probabilities favour the former. Capital expenditure attributable to 
direct Government outlays is scarcely likely to absorb the equivalent even of the 
annual accretion. The large-scale absorption of capital by agriculture is 
excluded by Government policy, and farmers have probably been reducing 
their indebtedness to the banks. Industrial absorption has been, and is likely 
to remain, relatively small. Many old-established genuine industries of the 
country have been wilting and cannot be replaced as capital users by the 
numerous hothouse plants of recent years. There is no apparent likelihood 
of any large-scale industrial demand for capital. 

Between 1934 and 1939 there was a moderate loss of sterling assets by the 
banking system, and it is likely enough that the same phenomenon will reappear 
now. But there does not appear to be any real prospect, even over a period of 
years, of so large a deficit on the balance of payments as would produce any 
substantial reduction in the balances. As for repatriation of sterling assets 
held by private individuals, that simply increases the sterling assets of the 
banking system and may intensify the inflationary pressure on local prices. 

aK 


This last consideration brings us back to the banking system and its future. 
It is impossible to consider this without referring to the very interesting article 
by Mr. Hooper on “‘ New Light on Irish Banking ”’ in the December issue of 
THE BANKER. It seems to the present writer that Mr. Hooper rather 
exaggerates the peculiarities of the banking system in Ireland (from this point 
of view the island may be treated as a whole). 

The preponderance of “ foreign securities’ in its portfolios has been no 
mere accident. The Irish banking system, for good reasons independent of 
political considerations, has grown up and remains in an integral relationship 
with the rest of the British banking system. The geographical propinquity 
of the two islands, the fact that their economies are complementary, and 
the closely intertwined social and financial relationships between their 
inhabitants, made that inevitable. The smallness and relative lack of industrial 
development of the Irish community excluded the emergence of a local money 
market and a stock exchange well supplied with local industrial and commercial 
securities. The plentiful supply of Government securities in the U.K. is a 
function of past wars, from liability for which Ireland was happily released 
by the terms of the ultimate financial settlement. 

The present apparent anomaly is therefore a fortuitous phenomenon arising 
from the partition of the U.K. in 1921. Precisely the same result would appear 
if one had cut out as a separate ‘‘ accounting unit ’’ any other random section 
of the U.K., say the nine south-western counties of England. The analysis 
above shows that this situation is likely to continue. 

It is quite true, as Mr. Hooper says, that these “‘ foreign securities ” should 
be regarded as cash in any liquidity evaluation of the banking system, but it is 
surely going too far to say that the ‘‘ trends and relationships which emerge 
scarcely conform to any recognized theory of banking”’, and to assign as special 
peculiarities that “ neither the Central Bank nor the commercial banks have 
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ever used their credit-creating powers, directly or indirectly, to finance domestic 
Government expenditure ’’, and that the 10 per cent. ratio is not observed. 
It is worth remarking on the following points and asking the following questions. 

1. In normal times banking practice in Ireland has differed from that in 
Great Britain only in degree, not in kind; it has partaken to a much greater 
extent of the character of savings banking, but there are many other banking 
systems in even more developed communities where the balance of functions 
is not dissimilar. It has only been for the purposes of war finance that the 
central and commercial banks of the U.K. have either directly or indirectly 
financed domestic Government expenditure by credit creation. During both 
World Wars the purchase of Government securities through the expansion of 
bank credit (in which the Irish banks participated) has been one of the 
instruments bringing about the inflationary rise of prices. It is not yet accepted 
as a normal peace-time instrumeuvt of “ recognized banking theory ”’. 

2. In the U.K. for a long time, as in Southern Ireland now, the volume of 
currency in issue has been the resultant rather than the cause of the level of 
economic activity and prices, with gold playing (up to 1914 and again from 
1925 to 1939) the same part in the U.K. as the 26 counties’ “‘ foreign ” assets. 

3. Mr. Hooper’s last paragraph, generalizing too freely from the unique, or 
almost unique, position of the Bank of England and its war-time experiences, 
assumes a rigid one-way causal association between Treasury and Central Bank 
policy and the volume of credit and currency. But a banking system can only 
function in the economic environment in which it is set, and very few situations 
will permit a banking system to function in the same manner as in war-time 
London. It must be remembered that the London banking system, with its 
conventional cash ratios and its relationships between the Treasury, the Bank 
of England, the commercial banks and the money market, is unique. 

4. Is there really any reason to suppose that “ the orderly development of 
economic life’ in Ireland will be any more difficult if our currency and credit 
system remains integrated with that of the U.K. than if it were effectively 
separated ? Surely not—unless the U.K. authorities were to lose grip altogether 
of their economic situation. If that were to happen, we might have to consider 
the drastic and infinitely ramifying surgical operation involved, but one may 
reasonably doubt whether Mr. Hooper has not over-simplified the technical 
ease of the operation and the tidiness of the resultant structure. 

5. Has not Mr. Hooper gravely underrated the practical difficulties of 
effecting the cut ? Local government securities to the tune of some {178 
millions are not going to materialize out of thin air, nor is “‘ an ample supply 
of Government securities, on ‘ tap’ if necessary,’’ in the future. The sale of 
Government securities must be related to Exchequer borrowing necessities. 
Even if, as would obviously be quite improper, the most far-fetched schemes 
were admitted, there is no possibility that the Government in Eire could 
produce an investment demand or quasi-investment. demand of this relatively 
enormous magnitude, or of its keeping up a constant flow in the future. 
Neither can the difficulties of segregating the banks’ business be overlooked. 

The fact that savings here seek for security resting places in the U.K. 
is neither fortuitous nor unimportant, and does mean that the Irish banker’s 
view—that it is lack of local opportunities for capital formation that causes the 
growth of the banks’ sterling assets—is more relevant than any hypothetical 
discussion of what the banks might do with a hypothetical credit-creating power. 
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International Banking Review 


Argentina 
HE President, declaring that the peso’s present gold backing was 
"[ onparallled denied rumours that the Argentine Government intends any 
“currency experiments’”’. The gold holding at present exceeds the note 
issue of 3,700 million pesos by 2,100 million pesos. 

A new system of import permits and quotas has recently been introduced 
to conserve foreign exchange resources, which, it is explained, will be needed 
for the purchase of capital equipment. The President of the Central Bank 
has stated that the chief purpose of the recently created Government buying 
and selling agency is to maintain reasonable prices in the home market while 
disposing of surplus national products at prices prevailing in overseas markets, 
It is also affirmed that the agency’s policy will be designed to counteract the 
effect of bulk purchasing by the Combined Food Board: and that it would 
decline to sell Argentine products except at prices commensurate with those 
secured by foreign countries for goods sold to Argentina. The agency’s profits 
would form the basis of the financing of the national five-year plan and were 
expected to amount to approximately £125 millions by the end of this year. 

The 1947 Budget estimates provide for a “‘ real ’’ deficit of g90 million pesos, 
Provision for the ordinary costs of administration is very much higher than 
last year, but approximately 70 per cent. of expenditure will be covered by 
taxation, which is a higher proportion than in 1946. 


Australia 


The Federal Arbitration Court has announced an average increase of 7s. 
in the weekly basic wage rate, to operate until final decision is reached on the 
unions’ claim for an increase of 20s. per week. The cost to employers is 
estimated at {26 millions. Only a small part of this will be covered by subsidies, 
the greater part being passed on to consumers in higher prices. 

Australia’s latest refunding operation in the U.S. involves the issue of 
$25 millions of Commonwealth 34 percent. U.S. dollar bonds, 1966, in exchange 
for New South Wales 5 per cent. sinking fund (U.S. dollar) gold bonds and 
Queensland 6 per cent. sinking fund (U.S. dollar) gold bonds. Both of the 
replaced issues were due for redemption in February next. 

The conversion in London of {17.1 millions of Commonwealth 4 per cent. 
1943-48 stock is also announced. This is believed to be the first instalment of a 
programme for the conversion of some {100 millions of Australian sterling 
loans this year. 


Belgium 
The discount rates of the National Bank of Belgium have again been 
increased as a part of the general measures to restrain inflationary pressures. 
Trade talks with Britain are planned to correct the present disparity in 
the visible balance with the United Kingdom which, if maintained at recent 
rates, is expected to exhaust Belgium sterling reserves by April next. The 





SR TTT ARE LT TTR 








, Was 
ls any 
» note 


duced 
eeded 
Bank 
uying 
while 
rkets, 
*t the 
would 
those 
rofits 
were 
ar. 
€S0S, 
than 
-d by 


of 7s. 
n the 
Ts is 
idies, 


ie of 
ange 
> and 
' the 


cent. 
tofa 


rling 


1res. 
yi 
cent 


The 


| 


LTT TT LTT tT TEER —~nreneemepwene 


INTERNATIONAL BANKING REVIEW 125 





Belgian import licensing system has been modified with the object of saving 
currencies in short supply, but the changes will affect only finished goods 
and luxury products. 


Burma 


The Burma Currency Board, which will sit in London and take over manage- 
ment of the Burma currency on April 1 next, has now been constituted. At 
present the Governor of Burma is responsible for the management of the 
currency, but the Reserve Bank of India acts as the Governor’s agent in 
currency matters and as the Central Bank. The separation of the currency of 
Burma from that of India was announced in the House of Commons last July. 


Chile 


A trade and financial agreement with Argentina for a period of five years 
from the date of ratification provides for the establishment of a limited customs 
union between the two republics, articles which both countries produce in 
competition with each other being excluded. In addition to certain transport 
and insurance facilities, Argentina will provide Chile with a revolving credit of 
200 million Argentine pesos over a period of two years, available exclusively 
to cover any deficit which might arise in Chile’s balance of payments with the 
Argentine. Argentina will invest in Chile up to 300 million Argentine pesos 
for the exploitation and development of products for export to Argentina, 
especially iron and steel, copper, nitrate, timber and electric power. There is a 
similar long-term loan for the development of Chilean public works which 
would facilitate the expansion of trade between the two countries. 

The Minister of Finance has explained that, if radical changes are not 
made to tighten up the present system of import control, the country faces an 
adverse balance of payments of U.S. $70 millions in 1947. A careful programme 
is to be drawn up of the country’s import needs, with the intention that the 
official exchange market would be devoted entirely to supplying the necessary 
currency at rates equivalent to the current “ D.P.” quotation of around 31 
pesos per U.S. dollar. Importation of other articles would be allowed only if 
the importer could provide his own foreign exchange or obtain it in the free or 
unofficial market. 


Germany 


According to the U.S. military governor in Germany, Britain has issued 
nearly 2,000 million occupation marks in the British zone, while total issues by 
the three Western occupation powers are put at 2,900 million occupation marks. 
Russian issues are estimated at 12,000 million marks, but this figure has never 
been officially confirmed. The total of currency circulating in pre-war Germany 
was approximately 6,000 million marks. 


Holland 


A conversion loan for Fls.2,746 millions has been announced. A number of 
outstanding 4 and 34 per cent. issues will be converted into a new stock which 
yields 3 per cent. for the first ten years and 34 per cent. for the succeeding 











THE BANKER 





126 








thirty years. The new bonds may be utilized at par in payment of capital 
increment tax and the capital levy. 

Recent trade figures have shown that Britain has taken the place of 
Belgium as the principal source of Dutch imports. Trade talks with the British 
authorities have been started with a view to achieving a closer balance of trade 
between the two countries. The Dutch Treasurer-General has admitted that 
the current deficiency of sterling is an acute problem, but it is not intended to 
apply to the Bank of England this year for further credits for the civil buying 
programme. The Anglo-Dutch financial agreement of 1945 is stated, neverthe. 
less, to have been a great success and the disparity between British and Dutch 
prices is said to have almost disappeared. 


India 

Although the New York open market price for silver has continued to fall 
away until it is some 10 per cent. below the autumn level, the Bombay bullion 
market has recovered sharply. Cash silver has developed a fairly steady 
tendency at around Rs. 150 per 100 tolas, but substantial discounts continue 
to be quoted for forward delivery ; the market evidently does not expect the 
present cash price to hold indefinitely. Substantial amounts of silver have 
arrived in the Bombay market from Iran, and large shipments are coming 
from Great Britain. In December alone, 4,000,000 ounces were shipped from 
London to Bombay and shipments for the month of January may have been 
even larger. The offtake in the Bombay market has been very good recently ; 
much of the demand springs from the liquidation of speculative commitments 
but there has been a surprisingly large demand for silver for hoarding. 


Italy 


The Prime Minister has announced that the Government intends to 
maintain its stand against devaluation of the lira. Italian needs for 
overseas credits during the next four years are put at $4 billions, of which 
a fifth or more will be required during 1947. Italian exports during this year 
are put at about $300 millions, compared with $700 millions in 1938. Agn- 
cultural production is said to have risen to 70 per cent. of the 1938 level. 
Industrial production during the first half of 1946 was put at approximately 
half of the pre-war figure. 
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The trade talks in London, which were described as exploratory and 
informatory, have not resulted in any formal trade agreement. The Italian 
delegation stressed that Italy should, for the present, devote her sterling 
resources to the purchase of raw materials and semi-manufactured goods 
essential to Italian recovery. The U.K. delegation indicated materials which 
should be available to Italy for payment in sterling, including rubber, wool, 
cotton and petroleum products. 

Application has been made to the U.S. Export-Import Bank for a loan of 
$5 millions to finance tobacco purchases in the United States. A further 
request for a $17 millions loan for the purchase of cotton is expected to be 
made later. The Director of the Central Bank is visiting Spain and Portugal 
to discuss the provision of banking credits for Italy. 


Poland 


The unfreezing of Polish gold and other assets previously blocked in the 
United States has been announced by the U.S. authorities. On the other 
hand, the Polish Embassy in London has issued a note complaining that gold 
to the value of {10 millions and pre-war assets of Polish citizens and institu- 
tions in Britain are still blocked under the Trading with the Enemy Act. 

It is unlikely that a settlement of this question will be achieved until a 
decision has been reached about the treatment of British financial and com- 
mercial claims on Poland ; these were investigated in Warsaw last November 
by a delegation representing British firms and companies. A number of other 
financial issues are outstanding between the two countries. 


Switzerland 


The British Government has agreed to Swiss measures designed to keep 
tourist traffic and the expenditure of British tourists in Switzerland within 
reasonable limits. A special Swiss certificate is now required before funds 
are allocated to tourists. The traveller is allowed to draw one-third of the 
amount allowed by the authorization officer in cash ; for the rest he receives 
vouchers in denominations of Frs. 10 each valid in Switzerland for any of the 
services normally required by a tourist. 

Two recent offers of Swiss 3 per cent. and 3} per cent. Swiss Federal Govern- 
ment loans were heavily oversubscribed. It is apparent that the Swiss 
Government could borrow at materially lower rates, but the authorities 
evidently do not wish to pursue a cheap money policy since the borrowing 
rate is being maintained at or in excess of 3 per cent. 


Uruguay 

The President-elect has declared that Uruguay is anxious to purchase 
large amounts of capital goods in Britain as well as consumer goods, where such 
purchases do not involve competition with Uruguayan industries based on 
indigenous resources. It would be premature to express any opinion upon 
whether the Government will seek to transform British enterprises in Uruguay 
into “‘ mixed” concerns on the lines at one time proposed for the British-owned 
Argentine railways. 

Assets in New York are now estimated at U.S. $60 millions, and balances 
in London at {30.5 millions. 
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Appointments and Retirements 


Associated Australasian Banks in London—Mr. G. C. Cowan, manager of the Bank of 
Australasia, has been elected chairman for the ensuing year. 


Bank of Australasia—Duke of Devonshire, K.G., has been appointed a director. 

Bank of British West Africa—Mr. E. Whitley-Jones has been elected a director in place of 
Sir Austin E. Harris, K.B.E. 

Bank of Scotland—Piccadilly Circus : Mr. J. Murray, manager at Sauchiehall Street, Glasgow, 
to be joint manager with Mr. C. D. Allison. 


British Linen Bank—Glasgow, Hillhead: Mr. T. Snodgrass, manager, has retired, and is 
succeeded by Mr. R. S. Baird of Clydebank. Glasgow, Riddrie : Mr. R. Shannon of Riddrie, 
Glasgow, to be manager. Mr. A. M. McKinlay remains manager at Dennistoun. Clydebank : 
Mr. |. Neish, of St. Vincent Street, Glasgow, to be manager. 

District Bank—Head Office: Mr. J. N. Porter to be assistant inspector. Chorley : Mr. W. H. 
Lomax, manager at Frodsham, to be manager. Frodsham : Mr. K. M. Heywood to be manager, 
Heaviley, Stockport: Mr. J. Ridyard, manager at Romiley, to be manager. MHollinwood: Mr. 
J. Westwell, of Corn Exchange, Manchester, to be manager. Huddersfield : Mr. H. T. M. Swire 
to be manager. 

Eastern Bank—Sir Percy W. Newson, Bt., has resigned from the board. 

Glyn, Mills & Co.—Mr. E. O. Faulkner has been appointed a local director. 


Lloyds Bank—Head Office, advance department: Mr. H. T. Manville, to be a controller. 
Executor and Trustee Department, West knd: Mr. C. V. Richards, sub-manager, to be assistant 
manager. Pall Mall, S.W.: Mr. G. G. Wood, a section manager, has retired. Bradford, Colonial 
and Foreizn Department: Mr. J. S. Kipling, assistant manager, to be manager. Brid:water: 
Mr. A. R. Ancill, from Cheltenham, to be sub-manager. Jersey: Mr. E. O. Mauger, from 
Southampton, to be a sub-manager. Luton: Mr. C. C. P. Hart, of Luton, to be sub-manager. 
Parkstone, Bournemouth : Mr. R. G. Swann, from Cardiff Docks, to be manager on retirement of 
Mr. T. R. Tearne. Portland Road, Hove : Mr. F. P. Hill, from Brighton, to be manager. Ramsgate: 
Mr. W. J. Rooke, from Portland Road, Hove, to be manager, following death of Mr. R. L. J. 
Clean. Tonypandy: Mr. D. E. Davies, from Tonyrefail, to be manager on retirement of Mr. 
W. J. Tossell. 

Lloyds and National Provincial Foreign Bank—Mr. A. H. Ensor has been elected a director 
in place of Sir Austin E. Harris, K.B.E. 

Martins Bank—Leeds District Office: Mr. T. A. Samuel, assistant district manager, to be 
district general manager on Mr. W. J. Roberts’s retirement. Mr. J. Servant, an assistant manager 
of Lombard Street office, London, to be assistant district manager. London, Lombard Street: 
Mr. J. A. C. Monahan to be an assistant manager. Liverpool City: Mr. R. P. Williams to be 
assistant accountant. Ferrvhill: Mr. H. S. Gatty, from Middlesbrough, to be manager. 
Gateshead, Coalsworth Road : Mr. J. W. Johnson to be manager on retirement of Mr. W. Sinclair. 
Middlesbrough, Linthorpe Road; Mr. L. H. Daniel, from Ferryhill, to be manager on retirement 
of Mr. H. R. Barker. Newburn : Mr. N. L. Watson to be manager following death of Mr. R. G. 
Welton. West Hartlepool : Mr. E. T. Punshon, from York Road, West Hartlepool, to be manager 
on retirement of Mr. C. H. Pearson. West Hartlepool, York Road : Mr. K. Waud to be manager. 
Wigton : Mr. R. P. Johnston, assistant manager, has retired. 


Midland Bank—Head Office : Mr. A. G. Ridley, a general manager’s assistant, to be an assistant 
general manager. Mr. W. J. H. Thwaites, chief accountant’s assistant, to be assistant chief 
accountant. London, Threadneedle Street: Mr. H. E. Surman, deputy assistant manager, to be 
assistant manager. London, Willesden Junction : Mr. F. G. Brockbank, of Station Road, Edgware, 
to be manager on retirement of Mr. A. L. Simms. London, Wood Green: Mr. G. E. Taylor to be 
manager on Mr. A. J. W. Flint’s retirement. Bedworth: Mr. A. A. Charlesworth to be manager 
on retirement of Mr. F. Dalton. Birkenhead, Laird Sireet: Mr. C. H. S. Basnett to be manager 
on retirement of Mr. H. Irving. Bushey and Oxhey: Mr. R. C. Kenning, of Maidenhead, to be 
manager. Castleford: Mr. A. C. Plackett, of Barnsley, to be manager. Driffield: Mr. E. W 
Dunipace, of Castleford, to be manager on retirement of Mr. H. Cass. Edgware, Station Road: 
Mr. 1. G. Evans to be manager. King’s Lynn: Mr. A. J. Thornhill to be manager on retirement 
of Mr. F. A. Cooper. Leicester, Granby Siveet : Mr. C. G. G. Gordon, of Milsom Street, Bath, to 
be assistant manager. Newcastle-on-Tyne, Westgate Hall: Mr. A. S. Marshall, of West Street, 
Gateshead, to be manager. Norwich: Mr. H. T. Coe, of Granby Street, Leicester, to be manager 
on retirement of Mr. A. J. Warner. Plymouth, Tavistock Road : Mr. T. A. Roberts, joint manager, 
to be sole manager on retirement of Mr. A. Brunyee. Selby : Mr. G. O. Lunn, of Westgate Hall, 


[Continued on page 134 
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Banking Statisti 
National Savings 
(£ millions) 
(1) Smail Savings by Quarters 
Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (met) (net) Small (net) (net) (net)t Small 
1943 I .. 70.7 32.8 87.3 190.8 1946 Jan... 7.1 20.9 48.9 76.9 
m .. 308.1 50.1 85.0 243.2 Feb. .. 8 6. —— 
mm . 8 9.2 Gt.3 245.3 =~ no ; ¢ 3 sig 9 = 
IV... 42.9 18.7 71.1% 132.7 ss 66 EF Ue 6 ae 
a P _ Apl. . 1.0 36.3§ 16.3 53.6§ 
oe I -- 55-4 20. oa Sees May .. 0.3. 56.0§ 10.6 66.9 
II -- 97-5 54-4 92.6 244.5 : : 
IT .. 45-5 18-5 71-9 135.9 | June .. —o.3 3-6 9-3 12.6 
IV... «834-9 138.9 GQ.6 123.4 | July —I.4 5.5 S.% 2:3 
1945 I .. 44-3 19.8 108.7 172.8 | Aug. .. —0.2 4:4 14-9 19.1 
er r8.% . 78.§ %857:7 Sept... 6.4 3.$ 2.6 16.5 
io 30.3 99.7 142.1 Oct: ss 2.8 4-8 17.9 25.5 
~ «= st 27.9 76.4 202.8 | Nov... 3.8 11.0 4-5 19.3 
1996 I .. 13.2 62.0 120.7 195.9 Dec. .. 4.2 2.1 —10.6 —4.3 
ie 1.0 95.9 36.2 133.1 § Totals and apportionment between months 
a oe ED 13-4 35-6 47.8 amended to allow for adjustment in official 
~~ 60OClus 68008 868896 «238868 ~|838S figures. ¢ Including Release Benefit Accounts. 
(2) Large Savings by Quarters 
National Interest National Interest 
War Savings free Total | War Savings free Total 
Bonds Bonds Loans Large | Bonds Bonds Loans Large 
eee oT Cw. 620g:8 +4243.7 3-9 431.4 1945 iit 188.1 207.8 -6 396.5 
iH .. 62.8 94.9 1.9 159.6 EV i« @2.6 S78.3 ~ FSs.4 
Ill -. 140.4 105.8 1.8 248.0 1946 I .. <3 2.8 ol 3:5 
IV .. 153-0 77.6 2.5 233.1 II .. — 288.0 — 287.9 
ae | 1946 Jan. —- 1.4 2 1.6 
men it .. 898.7 1978.4 2-4 359-5 4 _ _. mi ce . : 
a 4. S019 263:2 2.1 364.9 a 3 1.4 : 1.8 
Ill 159-3 88.4 1.4 249.1 Apl. ao see pias es 
IV 130.6 66.6 3-2 200.4 May .. ond 93.8 a ae 
June .. — 194.1 — 1094.1 
a re): ae ee 2.9 267.1 ; =. — — tan.ee 
II .. 224.0 158.9 3.2 386.2 july so 9-9 
aa a -9 166.4 yeaa eS : 
IV 142.2 68.3 -5° 211.0f 2% TREASURY STOCK 
: Total 
1945 I. -4 95.9 1.2 97.57 Nov. .. 108.15 108.15 
HR ta 26.1 81.4 -5 108.of Dec. 44.10 152.25 


t Excluding Exchequer Bonds: 1944 IV, £37.3 mns.; 1945 I, £165.2 mns. ; 


*Savings Bond Tap suspended July 9. 


1945 II, £124.4 mns. 


Floating Debt 


Jan. 19, 
1940 
£m. 
Ways & Means Advances : 
3ank of England — 
Public Departments 435.6 
Treasury Bills : 
Tender .. ve 1820.0 
Tap ‘a a 2399.7 
Treasury deposit receipts 1602.5 
6257 





Dec. 21, Dec. 31, Jan. 11, Jan. 18 
1946 1940 1947 1947 
£m. ém. £m. fm. 
27.3 — — — 
375.8 448.0 411.4 412.2 

2120.0 | we Jf 2150.0 2150.0 

4595.0 ee Rie SIS 

2496.0 f 2467.1 2457.2 

1688.5 1676.5 1680.5 1681.0 

6697.5 6720.1 6715.0 6700.4 

















Monthly* 

1945 Aug. 
Dec. 

1946 Jan. 
Feb. 
March 
April 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 


t Figures to May 25, 1946, when last Monthly Debt Return appeared ; 


figures of pre-encashments have been published. § Peak total. 


> 


25 
31 
26 
23 
30 
27 
25 
30 
27 
31 
30 
26 
30 
31 


THE BANKER 


Raised 
£m. 
290. 
320. 
139. 
210. 
455. 
430. 


oo COMM O 


190. 
225. 
455. 
500. 
380. 


©0000. 


13i.0 








Treasury Deposit Receipts 


Redeemed 


£m. 
289. 
527. 
177. 
236. 
468. 
446. 
60. 
282. 
136. 
287. 
368. 
416. 
°. 
197. 


Le b ba boob OO be 


Week-to-Week Borrowing 


Allowing for loan expenditure. 


a 


19. 


ONUUNUU ’ 





1676.5 
* Periods ended on last Sanaeion in each month, except at final aus in each quarter. 








Including | 
prior Outstan 
Encashmentst (end of period) 
£m. £m. 


2185.55 
1636.5 
1598.5 
1572.0 
1559.0 
1543.0 
1483.0 
1390.5 
1479.5 
1647.0 
1779.0 
1743.0 
1742.5 


since then no 







Net New Net New 
Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
July 20.. -- 0.5 0.5 Oct. 19 80.0 90.5 — 10.5 
» 27 «» 25.0 ae 25.0 » 26 _ 21.5 — 21.5 
Aug. 3... 25.0 — 25.0 Nov. 2 = sai - 
oe 0... @.0 _ 40.0 ” 2 = ia i: 
37 1. 290.0 68.5 101.5 » 16 ial hoe pe 
24 .. 150.0 138.5 at.9 »» 23 = e535 <= O85 
‘ 31... 70.0 80.5 — 10.5 » ge a ae - 
. a 6 Dec. 7 a a _ 
Sept. 7 .. 160.0 114.5 44-5 zi 14 70.0 83.5 — 13.5 
» 14 .. 1600.0 115.0 42.0 % 21 60.0 100.5 — 40.5 
a1 .. 80.0 10.5 63-5 rs 31 1.0 13.0 — 32.0 
30 .. 100.0 119.0 — 19.0 in : 
0 7 
Oct. § .. 160.0 165.5 5.5 Jan. U1 194.0 84.0 10.0 
- 12 .. 140.0 138.5 1.5 °F 18 — 5-5 — 5.5 
, 
, . i 
Ordinary Revenue and ne 
Year to Ord. Ord. Ord. Ord. 
Mar. 31: Exp. Rev. Deficit pe ae Exp. Rev. Deficit 
£m. £m. £m. £m. £m. {o. | 
1937 re 830.1 823.3 6.8 1944 1562.2 1181.1 = : 
1938 .. 808.1" 872.6 25.5% 1420.3 604.7 815 
. : ge ” . - III 1523.8 734.0 789.8 
1939 cs 2054. 927.3 127.5 IV 1502.0 654.3 847.7 
1940 +. 1809.7% 1049.2 760.5* 1945 1609.8 1246.7 362.9 
1941 -« 9867.2 1408.9 2458.3 II 1306.3 611.0 ns 
1942 ~. 4775-7 2074.1 2701.6 III 1443-7 759.5 3-8 
Fe po 4 aaa om IV 1386.2 667.8 718.4 
943 +» §023. 9.3 3-3 1946 1337-4 1253.5 83.9 
1944 ++ 5788.4 3038.5 2749.9 II 902.0 629.0 273.0 
1945 .. 6057.8 3238.1 2819.7 III 918.3 712.1 206.2 
1946 -- 5474.8 3284.5 2190.3 IV 861.1 738.6 = 122.5 
* 


Du tetan, 
d of period) 
£m. 
2185.5§ 
1636.5 
1598.5 
1572.0 
1559.0 
1543.0 
1483.0 
1390.5 
1479.5 
1647.0 
1779.0 
1743.0 
1742.5 
1676.5 
quarter. 
1en no 


Net New 
Borrowing 
— 10.5 
— 21.5 


Deficit 


381.1 
815.6 
789.8 
847.7 
362.9 
695.3 
693.2 
718.4 

83.9 
273.0 
206.2 
122.5 
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SEATS NOW AVAILABLE AT SHORT NOTICE 


JA 


=S=S=a 
Ota 


THE KEY TO 
EUROPE 


BRITISH EUROPEAN AIRWAYS HEADQUARTERS NORTHOLT MIDOLESEX 


Reservations and enquiries through afl principal travel agents and at Airways Terminal SW! 


Telephone : ViCtoria 2323 


Mearts 








THE BANKER 


WEEKLY AVERAGES 
Total 





expenditure of a capital nature). *Surplus. 





AFFILIATION: 


HAIFA 
The Bank transacts every description of trustee business 
through the P.D.B. Executor & Trustee Co., Lid. 


Exchequer Issues and Receipts 


Expendi- Ordinary Deficit 
ture§ Revenue 
£m. £m. £m. 
1938 si 19.2 17.0 2.2 1942 
1939 es 28.8 18.8 10.0 1943 
1940 oe 63.9 24.0 39.9 | 1944 
1041 wi 88.5 36.0 52.5 | 1945 
| 
Period Ended : | 4945 Toes = 
1944 Jan. 29 112.3 113.3 a | re 
Feb. 26 122.5 97-7 24.8 J : 
Mar. 31 123.5 70.2 53-3 Aug. 25 
a. 7 : Sept. 30 
April 29 109.6 .6 64.0 
4m, , 45 + Ge. 2 
May 27 109.6 50.5 59.1 | N "* 2 
June 30 108.7 43-3 65.4 | ly ot 
July 29 112.0 57.06 54-4 | ~ 2 
Aug. 26 107.5 53.1 54-4 1946 Jan. 26 
Sept. 30 123.6 56.7 66.9 Feb. 2 
Oct. 28 118.6 52.5 66.1 Mar. 31 
Nov. 25 110.2 47-3 62.9 April 27 
Dec. 31 116.5 49.8 66.7 May 25 
| June 30 
1945 Jan. 27 112.4 TiI.1 q.2 | July 27 
Feb. 24 123.4 110.9 12.5 Aug. 31 
Mar. 3! 133-7 75.1 58.6 Sept. 30 
April 28 100.2 50.2 50.0 Oct. 26 
Nov. 30 


Total 


ture § 
£m. 


102. 
110. 
114. 
110. 

87. 
112. 
107. 
103. 
116. 
107. 
104. 
107. 


82. 


100. 
73: 
67. 
84.% 
§ Ordinary expenditure plus other expenditure (excluding sinking funds but including 


SI MOUMWMOHAN UMN HO OWWH bs ON OD 


£m. 


50. 
55- 
61. 
62. 


39. 
50. 


oI 


THE PALESTINE MERCANTILE BANK, LTD. 
REHOVOTH 








VALUATIONS 


has been associated with the valuation of 


Surveyors, Valuers and Auctioneers 


Tel. MONARCH 3422 


446, GRESHAM STREET, LONDON, 


E.C.2 


For more than 60 years the name of LEOPOLD FARMER & SONS 


NONPOYVHNOHD HOOCOCUNRAD Oodoan 


Paid up Capital and Reserves ~- £.P. 1,025,000.— 








INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 
variety of purposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of a firm of repute 


LEOPOLD FARMER & SONS 


Expendi- Ordinary Deficit 
Revenue 


£m. 
52.3 
55.2 
53-7 
47.6 
48.2 
62.3 
46.5 
54-3 
56.9 
54.2 
55-5 
56.9 
17.69 
16.4° 
43.1 
33.8 
18.4 
34.6 
13.6 
42.5 
24.5 
12.9 
17.7 


THE PALESTINE DISCOUNT BANK LTD. 
TEL-AVIV (Head Office) and JERUSALEM 


Every description of Banking Business transacted. Correspondence is invited from Banks and 
Bankers seeking an efficient connection in Palestine. 
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GUINNESS, MAHON & Co. 


MERCHANT BANKERS 


ESTABLISHED 1836 


53 . CORNHILL . LONDON . E.C.3 














GUINNESS & MAHON 
17, COLLEGE GREEN, DUBLIN 


GUINNESS, MAHON 
REPRESENTATION COMPANY INC. 
115, BROADWAY, NEW YORK 























ULSTER BANK LIMITED 


ESTABLISHED 1836 
Affiliated to Westminster Bank Limited 







Capital Authorised and Subscribed - - - £3,000,000 
Capital Paid Up - - - £1,000,000 
Reserve Fund - - - - £1,500,000 } £2,500,000 











COMPLETE BANKING SERVICE 


With Special Departments for the Transaction of 
Executor and Trustee, Foreign Exchange, and 
Income Tax Business. 












By means of 111 Branches and 84 Sub Offices in Northern Ireland 
and Eire and through Agents and Correspondents in all parts of 
the world the Bank offers a comprehensive service transacting every 
type of Banking business. 


WARING STREET, BELFAST 






HEAD OFFICE : 









THE BANKER 


Bank Advances in Great Britain‘ 











Aug., Nov,, 
Aug., Nov., 1946 1946 
1946 1946 % of % of 
£m. £m. total total 
Coal mining ce a — aie hes ae 9.80 10.22 25 r,t 
Quarrying, etc... 6 Te i = 2.65 2.69 0.3 0.3 
Iron, steel and allied trades i as a xa 16.36 +4. 1.8 1.5 
Non-ferrous metals 7 ia ad a ei 2.42 28 0.3 0.2 
Engineering, etc. sh ie os wi 60.69 66.87 6.7 7.0 
Shipping and shipbuilding eas ee ns ar 10.86 10.32 1.2 tJ 
Transport and communications a ar és 9.26 10.45 1.0 I. 
Cotton .. ade - a ae ‘ a 6.95 6.83 0.8 0.7 
Wool as ; - xs as an fe 10.02 9.63 2 1.0 
Other textiles .. i an ae i e 10.17 II.09 zs r.3 
Leather and rubber... me re ba oe 4.75 5-79 0.5 0.6 
Chemicals 7-93 9.1It 0.9 0.9 
Agriculture and ‘fishing 78.35 79.25 8.6 8.2 
Food, drink and tobacco 52.79 73.19 5.8 7.6 
Retail trade 67.78 75-79 yee 7.9 
Entertainment .. ? 25.07 21.82 2.8 2.3 
Builders and contractors 44-35 48.32 4.9 5.0 
Building materials : 6.69 6.58 0.7 0.7 
Unclassifiable trade and industry 36.03 37-94 4.0 3.9 
Local Government authorities , 69 . 30 72.98 7.6 7.6 
Public utilities (other than transport) 8.54 9.66 0.9 1.0 
Churches, charities, hospitals, etc. bi a 12.71 13.58 1.4 1.4 
Stockbrokers... os >a oa ea ae 6.2 4.14 0.7 0.4 
Other financial . si * in mye 80.94 77.09 8.9 8.0 
Personal and professional a aa ia .- 268.80 281.15 29.6 29.2 
909.44 961. 42 100.0 100.0 

* Inciuding all members of British Bankers’ Association 
Appointments and Retirements [Continued from page 128 





Newcastle-on-Tyne, to be manager on retirement of Mr. R. H. Brooks. Sherborne: Mr. C. F. 
Watt, of Portland, to be manager in succession to Mr. M. E. Hopkinson, who, at his own request, 
has been transferred to the London managerial relief staff. 

National Bank of Scotland—Mr. John Leggat, —€ manager since 1930, will retire, under 
the provisions of the pension scheme, on February 28, but has been elected to the Ordinary Board 
as from that date. He will be succeeded as general 1 m. anager by Mr. John Allan Brown, at present 
secretary and deputy general manager. Mr. E. F. Spaven, superintendent of branches and 
assistant secretary, becomes secretary; Mr. J. M. Blyth and Mr. D. Alexander become joint 
superintendents of branches ; and Mr. G. R. Barclay, Mr. A. Combe, and Mr. R. Allan, inspectors 
of branches. Elgin: Mr. J. A. M. Macgregor, of Ayr, to be joint manager with Mr. A. W. 
Macdonald, on retirement of Mr. A. F. Macdonald. Tain: Mr. W. R. McCreath, of Kilmarnock, 
to be sub manager. 


Netherlands Bank of South Africa—Mr. R. S. Pead has become London manager, following 
the retirement of Mr. P. D. Santilhano. 


North of Scotland Bank—Mr. J. Muir to be n anager on retirement of Mr. A. Agnew. Carnoustie: 
Mr. \VY. B. McKinnon, from Charing Cross, Glasgow, to be manager on Mr. A. J. Inglis’ retire- 
ment. Glasgow, Charing Cross: Mr. J. B. Duncan, from Arbroath branch, to be manager. 
Arbroath : Mr. T. M. Paterson, from Chief Office, Glasgow, to be manager. 


Westminster Bank—Mr. W. T. Ford, a joint general manager, to be deputy chief general 
manager, and Mr. A. D. Chesterfield, an assistant general manager, to be a joint general manager. 
Lombard Street: Mr. T. H. R. Lawman, manager since 1934, has retired after 45 years’ service, 
and is succeeded by Mr. H. A. Maggs, deputy manager. 


a 
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teveleged .. . 
Nov,, 
1946 , 
% of Since 1834, we have imported the world’s finest cigars. 
total This experience has brought with it many privileges. 
Tt For privilege it is, indeed, to be able to smoke 


and recommend io others a cigar so delicate 
in flavour and so delightfully mild as La 
Tropical de Luxe. Knowing that this cigar 

has met the demand of critical taste for 
over 70 years we can, and do, (as sole 
importers of this brand in the United 
{Kingdom) recommend it unreservedly. 


LAMBERT & BUTLER 


Ze ‘ pee ! 4 -s 
. < A . ; 
. ives ey, “ : 
2 oe \ . 
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Wid {GEE 
WGP 25. DE LUXE 





“ys GOEAISTON, % 
LESS EIIGS, { 
WU LEZELLF , All usual sizes in boxes of 25 and 
om, *? f) 
GWEN ELA | OPIS 50 from 50/6 upwards. 
LILLE pi Ns : ind 
ELGAR 
CET 
Vii4 
Vy 







Manufactured by 
8. & J. B. MACHADO TOBACCO CO. LTD., 
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2 DUG, CHEE ZELEZLE 
Mla yp Pea is primatenyapenipninegiin 
baie LAMBERT & BUTLER BRANCH OF THE IMPERIAL TOBACCO CO. (OF GREAT BRITAIN & IRELAND), LTD. L.T.3.G 
SPECIAL) 
2 ; 
LATHER FOR BRIGHTON 
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age 128 
ir. C. F. GRAND 
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vit SERVICE _" 
al 1863-1947 | 
anes Company Registration Agents EVERY AMEN I I Y 






JORDAN & SONS, 


Limited 


116 Chancery Lane, W.C.2 









Telephone: Telegrams: 
Brighton 3211 GRAND, Brighton 










| WESTMINSTER BANK LIMITED | 


BALANCE SHEET 

































LIABILITIES 
Capital: £ 
Authorized: 7,500,000 Shares of £4 each . ; : £30,000,000 
3,000,000 Shares of £1 each ; : 3,000,000 
Issued: 
7,070,990 Shares of £4 each, £1 paid . ‘ ‘ ‘ P 7,070,990 
2,249,167 Shares of £1 each, fully paid, cannes into —_— ° P ° e 2,249,167 
9,320,157 : 
Reserve . : a ‘ 9,320,157 z 
Current, ~——e ont ste penn inching a for H 
Contingencies. £166,069,878 j 
Dividends payable Ist aes, 1947 (less Seen Tax) . 427,329 
Balances in account with Subsidiary Companies . ‘ ‘ 9,661,664 
776,158,871 
Notes in circulation in the Isle of Mans. ° ° ° 18,534 
Acceptances, Endorsements, and other Seneesine on account of Qern é 21,277,638 
Profit and Loss Balance, carried forward . ‘ e ‘ e . = ‘ 575,879 
R. E, BECKETT CHARLES LIDBURY, Chief General Manager eemenmeemaei 
M. N. HOGG Directors £816,671,236 
ALDENHAM } C. GREGORY, Chief Accountant 


PROFIT AND 





























£ 
‘To Interim Dividend of 9 per cent (/ess Income Tax) on the £4 Shares paid in August last 350,014 
, Interim Dividend of 6; per cent (/ess Income Tax) on the Stock paid in August last . 77315 
.. Bank Premises Reinstatement and Rebuilding Account . _ . R 4 ° 200,000 
». Officers’ Pension Fund ‘ ; ‘ ‘ ‘ ‘ ° 300,000 
. Further Dividend of 9 per cent (/ess Semmes Tax) making 18 per 
cent for the year on the £4 Shares (£1 paid up) ‘ . £350,014 
, Further Dividend of 6} per cent (/ess Income Tax) making 12+ 
per cent for the year on the Stock . R ‘ . ° 77,315 
—__ 427,329 
. Balance carried forward ‘ ‘ . P ° ‘ 575,879 
£1,930, 531 





AUDITORS’ REPORT TO THE MEMBERS OF WESTMINSTER BANK LTD 


We have examined the above Balance Sheet and compared it with the Books at Lothbury, Lombard Street, 
and Threadneedle Street, and with the Certified Returns received from the Branches. We have verified the 
Cash in hand and Bills Discounted at Lothbury, Lombard Street, and Threadneedle Street, and the Cash at 
the Bank of England. We have also verified the Securities held against Money at Call and Short Notice, 
‘Treasury Deposit Receipts, and the Investments of the Bank. We have obtained all the information and 
explanations we have required, and in our opinion the Balance Sheet is properly drawn up so as to exhibit 
a true and correct view of the state of the Bank’s affairs, according to the best of our information and the 


explanations given to us, and as shown by the Books of the Bank. ' 
CTURQUAND, YOUNGS, McAULIFFE & CO. ‘ 
KEMP, CHATTERIS & CO. Chartered 

PRICE, WATERHOUSE & CO Accountants 

STEAD, TAYLOR & STEAD 


Auditor: London, 17th January 1947. 
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WESTMINSTER BANK LIMITED 


31st December 1946 








ASSETS 
£ 
Coin, Bank Notes, and Balances with the Bank of England . 64,307,491 
Balances with, and eu in course ad omeaion ~ = Banks in om Britain 
and Ireland é 3 39,674,542 
Money at call and short notice . ‘ 75,758,571 
Bills Discounted ° . F . 63,627,944 
Treasury Deposit Receipts ° e ° ° 217,500,000 
Investments at, or below, Market Value: £ 
Securities of, or guaranteed by, the British Government 
(of which £1,412,805 nominal is lodged for Public 
Accounts and for the Note Issue in the Isleof Man) . ‘ 192,983,658 
Securities of the States of Guemneay: and J a and British 
Corporations . ° 1,202,500 
Oiner Investments (There are contingent ‘liabilities 7 
£1,818,960 for uncalled ons in —— ve ent o 
these Investments) ‘ PF 1,162,619 
—_—_——— 195,348,777 
Advances to Customers and other Accounts Ps i r 131,408,335 
Balances in Account with Subsidiary Companies . ‘ 17,568 — 
131 903 
Liability of Customers for Aamageamate, Sateen, - other Ragegemeten, a pias 
per contra . ° 21,277,638 
Shares in Subsidiary Companies (at cont, less amounts ‘written off ): 
Westminster Foreign Bank Limited: < 
8,000 £20 Shares, fully paid 
92/000 £20 Shares, £10 paid } . Ss a eS 1,080,000 
Ulster Bank Limited: 
200,000 £15 Shares, £5 paid . ‘ ‘ ° e e 1,912,500 
_ 2,992,500 
Bank and other Premises (at cost, /ess amounts written off) . e . ‘ ‘ 4, 757, 870 
£816,671,236 
LOSS ACCOUNT ce. 
£ 
By Balance brought forward from 31st December, 1945 ‘ r ‘ 563,915 


» Profit for the year, after providing for Rebate and Taxation, - dus appropriations to 
the credit of Contingency Accounts, out - — accounts ams a we _ 
and Doubtful Debts has been made . 1,366,622 





£1,930 537 








STATEMENT PURSUANT TO THE COMPANIES ACT 1929 


The total remuneration paid to Directors amounted to £35,411. Such of the aggregate profits of the Sub- 
sidiary Companies for the year as have been declared in dividends are included in the Profit and Loss 
account above. The undivided balances of the profits of the Subsidiary Companies, have been carried 
forward in the accounts of those Companies. 


R. E. BECKETT ) CHARLES LIDBURY, Chief General Manage 
M. N. HOGG ¢ Director 
ALDENHAM ) C. GREGORY, Chief Accountan: 


London, 17th Fanuary +94. 




























BARCLAYS BANK 


NEED FOR FINANCIAL ADJUSTMENT 


HIGHER VOLUME OF EXPORTS 
ESSENTIAL 


MR. EDWIN FISHER’S REVIEW 


of Barclays Bank Limited was held on 

Wednesday, January 22, at the head 
office of the bank, 54, Lombard Street, London, 
E.C.3. 

The following are points from a statement 
by Mr. Edwin Fisher (the chairman) which 
has been circulated with the report and 
accounts for the year ended December 31, 
1940: 

The death of Mr. Hugh Exton Seebohm, last 
July, came as a great loss to the bank and to all 
who depended on him for wise counsel and a 
companionship which meant much to those 
of us with whom he worked for so many years. 
We have also to record another severe loss to 
the bank through the death of Mr. John Hayes 
Simonds in September. It is a cause of regret 
that, at the close of June, Mr. Bertrand Yorke 
Bevan relinquished his seat on the board, which 
he had occupied for 20 years. 


The appointment in February of Lord 
Woolton as a director of the bank gave great 
satisfaction, and it will, I am sure, have been 
regarded as something of a misfortune to us 
that he relinquished that position in August 
following his acceptance of the chairmanship 
of the Central Conservative Office. 


Ts. fifty-second ordinary general meeting 


Mr. Anthony William Tuke has given up 
his position of general manager on being 
appointed to a seat on the board, and has been 
elected a vice-chairman of the bank. He had 
been a general manager since 1931. We are 
glad to welcome Mr. Ronald George Thornton, 
previously an assistant general manager, on his 
appointment as a general manager of the bank. 


JUBILEE YEAR 


In our domestic affairs, the past year has 
been notable for the celebration of the bi- 
centenary of our associate, the British Linen 
Bank, and the attainment of our own jubilee 
as a limited company, which fell within a few 
days of each other in July. Occasions such 


as these naturally inspire a reflective frame 
of mind, and as we cast our thoughts back 
over the record of the past when, younger in 
experience, the banks were able at all times to 
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rise to the pressing need of the hour, we can 
scarcely fail to draw from it something to 
fortify our confidence as we look towards the 
future. 


DANGER OF INFLATION 


The balance-sheet of the bank shows a 
number of changes of some importance. 
Our current, deposit, and other accounts, 
amounting to £1,171,726,109, are higher by 
£163,774,040, an even greater increase than 
that which took place in any of the war years. 
While the larger resources at our disposal have 
done something to mitigate the effect on our 
earning capacity of the lowering of short-term 
interest rates in October, 1945, and the smaller 
yield obtainable from investments, I cannot 
say that a long-continued rise in the level of 
bank deposits on such a scale as we have 
witnessed during the year would necessarily be 
a welcome symptom indicative of improve- 
ment in the economic health of the nation. In 
part, the increase last year again reflected 
Government deficit financing, the continuation 
of which must inevitably add to the danger of 
inflation. 


The financial adjustment from war to peace 
conditions is bound to take time and, while 
it is going on, savings placed at the disposal 
of the State are an invaluable and indispens- 
able help. The target fixed for new small 
savings during the year is likely to be reached, 
but encashments have been large—a tendency 
which is natural as more opportunities to 
spend are offered and the pent-up feelings after 
six years of war desire and demand greater 
means of expression. Nevertheless, the need 
for saving is just as urgent as it was during 
the war years, although the picture cannot be 
painted in such compelling colours. To 
succeed, the appeal for continued and sustained 
saving must have a background of sound 
finance so that the effort of saving can be 
depended upon to secure its legitimate reward. 


PROFIT AND DIVIDEND 


The directors report that, after payment of 
all charges and after making provision for all 
bad and doubtful debts and for contingencies, 
the net profit for the year ended December 31, 
1946, amounted to the sum of £1,676,403 4s. 8d., 
which compares with the _ figure of 
£1,740,594 3S. 7d. for the year 1945. It has 
been decided to increase the reserve fund by 
£{1,00c,000 to {12,250,000 by transferring 
£750,000 from reserves set aside for special 
contingencies during the war and now no 
longer required, and {250,000 from the balance 
of profit unappropriated on January 1, 1946, 
which is thus reduced from. £714,051 15s. 11d. 
to £464,051 15s. 11d. This sum, added to the 
net profit for the year, makes a total available 
of {2,140,455 os. 7d. As will be seen from the 
report, the directors have allocated from the 
profit for the year {250,000 to contingency 
account, {250,000 to premises reserve account 
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(for deferred repairs and_ reinstatement), 
and {13,515 to staff widows’ fund (being the 
amount to complete the provision required 
for annuities in respect of 135 war widows). 
Interim dividends at the rates of 5 per 
cent. on the ‘“‘A’”’ stock and 7 per cent. on 
the ‘'B’’ stock and ‘‘C”’ stock, less incor e- 
tax, were paid on August 8 last, amounting to 
£572,807 8s. 9d. The directors now recom- 
mend the payment of final dividends of 5 per 
cent., making 10 per cent. for the year, on the 
“A” stock, and 7 per cent., making 14 per 
cent. for the year, on the ‘‘B”’ stock and 
“C”’ stock, less income-tax, involving a sum 
of £572,807 8s. od. and leaving a balance of 
£481,325 38. 1d. to be carried forward. 


CHEAP MONEY POLICY 


The pursuit of a policy of cheap money 
has had advantages of great importance for 
this country since the time of the War Loan 
conversion in 1932, and its maintenance greatly 
reduces the transfer burden involved in the 
service of a vastly increased National Debt. 
By the same token low rates of interest have 
a special place in the scheme of things during 
the period of reconstruction. Cheapness, how- 
ever, from the broad national standpoint is 
relative. Just as very high rates may have 
damaging consequences, so is it possible to 
force rates too low. It may well be that the 
limit has been reached beyond which a reduc- 
tion would do more harm than good, but 
whether it has or not, it is clear that the point 
has come when no action aimed at the further 
cheapening of money should be embarked 
upon without the most careful study. 


EXPORT TRADE OUTLOOK 


Satisfactory as the progress has been in 1946, 
we have still a long way to go to raise exports 
to 75 per cent. above their pre-war volume 
which it is estimated will be required to put 
us on a long-term working basis, and it is not 
beyond possibility that the aim may have to 
be raised yet again in the light of changes in 
differential price levels. Moreover, within the 
target figure there is the imperative need to 
increase those shipments which will yield us 
dollar currency and so reduce our day-to-day 
dependence upon the American and Canadian 
credits, now so rapidly diminishing. Hitherto 
Britain’s sales abroad since the war have been 
limited only by her productive capacity, but, 
while this is a condition of affairs that can be 
expected to persist for some time to come, it 
is only a phase, and already there are sugges- 
tions that some purchasers are less anxious 
to buy than they were. Even in a “‘sellers’”’ 
market the attainment of the high volume of 
exports that is needed is clearly a prodigious 
task, when we think also of the extent of what 
has to be done at home, and consider the whole 
in relation to our resources. We must, how- 
ever, look farther ahead and ponder the hard 
fact that it will not be sufficient merely to 





reach the target level; exports must be held 
there, and held in the face of developing com- 
petition of the most vigorous kind. The stake 
is our standard of life—something affecting the 
interests of every inhabitant of this country. 


POSSIBILITIES OF “ INVISIBLE ” 
EXPORT EXPANSION 


The emphasis so rightly laid at the present 
time upon increasing physical exports should 
not be allowed to obscure the possibilities of 
expanding our “‘invisible’’ exports through 
the services rendered by banking, insurance, 
and shipping. Before the war these services 
earned for this country large sums in foreign 
exchange every year, and | have it in mind 
that we should be as assiduous in seeking 
markets for them as we are in finding buyers 
for our goods. 

That the latent power of this country is 
equal to the situation is not open to doubt, 
but a condition of full success is that the 
measure and significance of our tremendous 
task be widely and adequately understood, so 
that its translation into conscious personal 
endeavour of the order required may follow 
the course traditional to the British people in 
adversity. 

Hard work there must be, but it will accom- 
plish more if it is guided and inspired by a 
lively and unfettered spirit of enterprise aimed 
at imparting the highest efficiency to produc- 
tion and marketing, and to the provision of 
services. Some controls are clearly necessary, 
but in their maintenance a diversion of effort 
inevitably ensues, a consideration of no small 
importance in the light of the overall shortage 
of manpower. It is essential that all controls 
which constitute a restraint upon enterprise 
should be kept under constant review. 


NATIONALIZATION 


On the general question of nationalization, 
the method of approach should be worthy of a 
subject of such vital importance. That it is in 
the interests of the nation for any form of 
activity to be under the kind of control which 
will enable it to make the maximum contribu- 
tion to the common good is a view with which 
no reasonable person will disagree. Nor can 
it be doubted that the pursuit of nationaliza- 
tion as an end in itself, without regard to other 
considerations, would be an invitation to dis- 
aster. It is, therefore, a matter to be ap- 
proached from the strictly technical angle. 
There is a field of enterprise in which the 
merits of public ownership or control can 
hardly be disputed but, beyond the limits of 
that field, the answer to the question, as to 
what form of ownership or control is best in 
a particular case, can be expected only from 
a thorough and impartial investigation of the 
facts. The intimate bearing of this matter 
upon the welfare of the individual and the 
fortunes of the community alike calls for 
reason rather than bias, and the interests of 
the nation require that reason shall prevail. 








DISTRICT BANK 
LIMITED 


INCREASED NET PROFIT 
THE COTTON INDUSTRY 


NOTON BARCLAY ON CHEAP 
MONEY POLICY 


SIR R. 


HE one hundred and seventeenth annual 

general meeting of the District Bank 

Limited was held on January 28 at the 
Head Office, Spring Gardens, Manchester. 

The following are extracts from the state- 
ment by the Chairman, Sir R. Noton Barclay, 
which has been circulated with the report and 
accounts : 

From the balance-sheet you will see that our 
current, deposit, and other accounts show an 
increase of £31,000,000. For the first time in 
our history, therefore, deposits pass beyond 
{200,000,000 and bring our total resources to 
£222,000,000. In the distribution of banking 
assets the Government's financial and economic 
policy is readily discernible and our balance- 
sheet reveals how customers’ money entrusted 
to us is to a growing extent lent to the Govern- 
ment. In this connexion Treasury bills, 
Treasury deposit receipts, and Government 
securities collectively play the most important 
role, but to these should be added call and 
short notice money which is also largely em- 
ployed in national finance. Incidentally, in 
view of the growing total of these combined 
assets, I would mention that our investments 
are mainly repayable at fixed dates and that 
they are shown in the balance-sheet at con- 
siderably less than their market value. It is 
perhaps appropriate to mention here that, 
because of the present disposition of their 
assets, it has been agreed by the Clearing Banks 
in consultation with the Bank of England that 
the daily ratio of cash to deposits shall now 
be maintained on the basis of 8 per cent. 
instead of the monthly figure of 1o per cent. 
understood hitherto. Including our reduced 
ratio of cash, the first five lines on the assets 
side are an impressive indication of our 
liquidity, amounting as they do to 56 per cent. 
of our liability to depositors. 

The growing weight of such assets, com- 
bined as it is with declining yield, presents an 
obvious problem as _ regards income, but 
the brighter side is revealed in the expansion 
of advances which are increased by nearly 
£6,000,000. Here the most encouraging feature 
has been the sustained upward movement over 
the year. 
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INCREASED NET PROFIT 


Against the declining yields on short assets 
and investments, the lower average rates on 
advances and the unavoidable increase in 
expenses we have the additional income from 
larger resources and the reduced rate of taxa- 
tion, with the result that we record an increase 
in net profit of 436,444. As usual the figure 
has been arrived at after full provision for bad 
and doubtful debts, taxation, and contingencies 
and at £487,276 compares with {£450,832 for 
the previous trading period. Adding the 
amount brought forward from 1945 we have 
£880,280 available. Of this we propose to 
apply to pensions and annuities fund £120,000, 
being an additional {20,000 in order to meet 
the heavier liabilities due to the increase in 
emoluments and the lower yield on new in- 
vestments, and to allocate £75,000 to con- 
tingencies account. After deducting the 
amount required for payment of dividends, 
which being at the same rates will by reason 
of the lower level of income-tax absorb 
£25,968 more than last year, there remains a 
sum of £399,640 to be carried forward to the 
next account. Seeing that our property 
account already stands at an exceptionally low 
figure, we do not consider it necessary, under 
present conditions, to make any further re- 
duction in the book value of our premises. 

The passing of another year cannot be said 
to have reduced our economic problems; it 
has in fact increased them, and, although this 
is partly due to international developments 
outside our control, the country itself is in 
some measure responsible for many of the 
present difficulties on the domestic side. If the 
ship of industry is to make satisfactory progress 
in the troubled seas ahead she must be 
careened, and from her hull must be scraped 
away that vast accumulation of bureaucratic 
barnacles which has attached itself thereto in 
time of war. 

COTTON TEXTILES 


Labour difficulties inherent in the trans- 
itional period cause grave concern to the 
cotton industry. It is estimated that textile 
and clothing trades have lost about 260,000 
female workers since 1939, while the metal, 
engineering, and chem.ical trades have gained 
approximately 400,000. This is partly due to 
concentration on re-equipment and partly to 
diversion of labour to the production of con- 
sumer goods such as radio sets and gramo- 
phones. Whether this is sound policy or 
otherwise, there is no doubt that it has 
adversely affected the production of textiles. 
The cotton-spinning trade is particularly short 
of labour, and this is causing a bottleneck in 
the production of the cotton goods for which 
the world is clamouring. In many overseas 
markets our standard lines have now been un- 
obtainable for some years and old-established 
brands are rapidly losing their prestige. The 
sellers’ market will not continue indefinitely, 
and meantime there is great danger that 
textiles from other countries will replace those 
formerly bought from Great Britain. In any 
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case from local production in overseas countries 
we are faced with increased competition which 
will militate against recovery of our pre-war 
trade in those markets. 

In these circumstances there is surely 
wisdom in importing foreign labour on, say, 
short-term contracts to meet our manpower 
difficulties. 

WAGES AND OUTPUT 


From the warnings of Ministers we are not 
left in doubt about the need for an increase 
in production per man-hour if our standard 
of living is to be maintained. But apparently 
the position is expected to resolve itself with 
a minimum of incentive to workers except 
higher pay. Actually we are already com- 
mitted to an experiment whereby wages are 
raised in the hope that increased productivity 
will follow, but while high wages, short hours, 
and good holidays are all beneficial in them- 
selves they should not be placed before output. 


CHEAP MONEY AND INFLATION 


Even if we remedy the many defects which 
are sO apparent in our economy, the whole 
structure may be jeopardised by a financial 
policy which in its pursuit of cheap money 
flirts dangerously with inflation. During the 
war some inflation was inevitable and was 
largely reflected in higher prices and the huge 
increase in bank deposits coupled with short- 
term assets. In these first years of peace, 
however, the Government is exercising pressure 
to compel holders of maturing stocks to accept 
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STRICT 


LIMITED 


CORBeN CNT: 
13, Spring Gardens, 
Manchester, 2, 
76, Cornhill, London, E.C.3. 
2, Castle Street, Liverpool,2, 75, Cornhill, E.C.3, 


Jower yields or be paid out in cash. To assist 
in providing the cash required the banks are 
called upon to lend to the Government, and this 
again leads to increased bank deposits against 
increased bank holdings of short-term assets. 
In these rising bank figures, therefore, lies 
potential inflation and if the Government 
pursues its policy of supporting the gilt-edged 
market in all circumstances it may result in a 
great part of the National Debt being trans- 
ferred from the general public to financial 
institutions and Government Departments 
From what the Chancellor has said he would 
appear to be unmoved, provided the in- 
flationary aspect is only potential, and here, 
obviously, he is conscious of the power he 
wields through controls. But the weakness of 
this policy will be disclosed if controls mean a 
continuation rather than a relaxation of 
austerity : few goods for sale with an increasing 
weight of purchasing power held in suspense 
may well prove too much for wage earners and 
may result in a serious growth of black market 
transactions and also in grave social unrest. 
If so, the Government may have to relax 
controls rather than court political disfavour 
Relaxation may also be found necessary to 
revive incentive as a means of increasing the 
production of goods and if controls impinge 
on production for exports as well as for home 
trade then the position becomes still more 
serious. In short, controls seem a poor 
foundation for the Chancellor’s complacency, 
and unleashed spending with consequent 
inflation appears to be by no means remote. 
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LLOYDS BANK 
LIMITED 


NEED FOR GREATER EXPORTS 


LORD BALFOUR OF BURLEIGH’S 
REVIEW 


HE Annual General Meeting of Lloyds 
I Bank Limited was held on January 31 


at the head office, 71, Lombard Street, 
London, E.C. 

The following is an extract from the cir- 
culated statement by the Chairman, the Right 
Hon. Lord Balfour of Burleigh, D.L. : 

Our profit at 41,583,000 is only slightly 
lower than last year, and may be considered 
satisfactory, a contributory factor to the result 
being the large increase in our resources. 
Faking first the liabilities side of our balance 
sheet, our current, deposit, and other accounts 
at £1,012,000,000 are the highest in our history, 
and are {145,000,000 greater than last year. 
This large increase, which is common to all 
banks, is far larger than was anticipated at the 
commenctment of the year, and it will be very 
lisquieting if this expansion of bank credit 
continues. 

On the assets side it will be observed that the 
additional resources are reflected in increases 
in money at call of £33,000,000, in our holding 
of Treasury Bills of 445,000,000, and in our 
investments of £52 It is pleasing to 
record that loans and advances show an expan- 
it is hoped that this 
tendency will continue, but much depeuds in 
ihis connexion upon an improvement in the 
position in regard to labour and the supply of 
coal and raw materials. Our holding of 
Treasury Deposit Receipts has been reduced 
during the year by 

We still have 58 per cent. of our total 
deposits held in cash, money at call, Treasury 
Deposit Receipts, and Treasury Bills, the 
average earning on the aggregate of which is 
vell below § of 1 per cent 


000,000. 


sion of 4 25,000,000 ; 
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PRODUCTION AND EXPORT 


Recovery of our pre-war standard of living, 
io say nothing of its enhancement, is clearly 
‘ttainable only through vastly increased pro- 
luction ; we can no longer count on a rapid 
reinforcement of our population by natural 
imerease ; on the contrary, our working force 
is an ageing one. ‘The problem before us is 
thercfore how to organize our available 
resources for maximum productivity, and the 
tiuty of every one of us is to give the greatest 
output of productive work of which he is 
individually capable 

Second only to production comes export, and 
too great stress cannot be laid on the vital 
character of the struggle for exports in which 
this country is now engaged. Our very exist- 
ence is at stake just as it was in the physical 
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battle against Hitlerism. Unfortunately, now 
that the apparent physical dangers are over it 
is far less easy to mobilize the great qualities of 
our people. And in the stress of continued 
austerity, due partly to the diversion of pro- 
duction for export, there is a danger that 
‘‘exports '’ may become, in fact, an object of 
odium, instead of being welcomed as our only 
means of economic salvation. : 

During the last few months fresh light has 
been thrown on the importance not. only of 
the quantity of our exports but of the direction 
which those exports most usefully must take. 
Both aspects of the problem are illustrated by 
the figures of our overseas trade in the first 
nine months of 1046, as analysed in the 
following table : 


U.K. TRADE 
By Groups oF COUNTRIES 
(Import surplus: minus) 





(Export surplus: pltss) 
Three- 
Jan.- quarters 
Sept., of 
1946 1938 
Dollar Area: £m. £m. 
(a) Canada and New- 
foundland s - 21 — 43 
ME UAA. + -. — 136 — 67 
(c) Other dollar 
countries .. — 18 — 4 
Total Dollar Area — 275 — 14 
Argentina Pa “a — 35 -- 14 
Sweden... 7 —_ 9 
‘‘Hard’’ Currencies — 320 — 137 
Sterling Area .. “— 4 — 54 
France and _ French 
Empire - oo 4 24 —_— 3 
Denmark “s i » 20 — 16 
All Others a i 26 — 82 
All Countries 


— 246 — 292 

it will be seen that our imports from all 
countries taken together exceeded our exports 
by £246,000,000, or less by about 10 per cent. 
than in the comparable period of 1938. At 
first sight this result may not seem unsatisfac- 
tory, although it must be remembered that 
before the war we were able to pay for our 
import surplus to a large extent out of income 
on overseas investments which have been 
sacrificed in paying for the war. But when one 
examines the composition of this global import 
surplus the picture is disturbing ; for it will be 
seen that our deficit in trade with the all- 
important ‘‘hard’’ currency countries, such 
as the dollar area, the Argentine, and Sweden, 
on which we depend for a large part of our 
supplies of food and raw materials, amounted 
to as much as £320,000,000. 


U.S. TARIFF POLICY 


Fundamentally, balance in our trade position 
can be restored only through a vigorous pro- 
duction drive to raise our total output of food 
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as well as of manufactured goods, for the more 
we can raise our aggregate production, the less 
we shall need to buy abroad and the more we 
shall have available for export. Yet the 
utmost effort on our part will not suffice unless 
at the same time the United States is pursuing 
policies consistent with expanding world trade. 
It was foreseen that in the years after the war 
the outside world would become largely 
dependent on American supplies to speed up 
reconstruction. If other countries are to meet 
their direct obligations to the United States and 
at the same time to build up the system of 
multilateral trade which America so much 
desires, free from discriminatory practices, they 
must be adequately supplied with dollar 
reserves ; and in the last analysis it depends on 
the actions of the United States whether the 
dollars are made available. 

It will be a tragedy indeed if, after the 
wonderful Anglo-American comradeship in 
war, we Cannot find means of co-operating in 
a great drive for expanding trade and raising 
standards of living throughout the globe, the 
attainment of which can alone afford any firm 
basis for hopes of permanent peace in the 
world. 


PROSPECTS FOR BRITISH EXPORTS 

I believe that British exporters in a wide 
range of industries will find a surprisingly 
ready outlet for their goods in the United 
States if they will bend their efforts in that 
direction. In this connexion may I stress the 
importance of visits overseas by the firms’ 
principals? Such a visit by a partner or 
director who is in a position to give orders on 
the spot and make contact at the highest 
level with importing firms has a value which 
cannot be over-estimated. Our bank and its 
affiliates stand ready and anxious to assist the 
export trade in every possible manner. 

While a lowering of the American tariff wall 
is most desirable, it should be realized that, 
in our case especially, a high level of American 
national income is no less important; for 
the amount the United States buys from abroad 
varies directly with the state of American 
prosperity, and an increase in the American 
national income brings a proportionately much 
greater increase in the demand for the high- 
class products which in the past have repre- 
sented the bulk of our United States trade. 


EXCHANGE CONTROL BILL 

Two Bills now before Parliament are of great 
interest to us—the Exchange Control Bill and 
the Companies Bill. The reference already 
made to our critical position in regard to the 
dollar exchange is enough to prove the need 
for the continuance of strict exchange control, 
and no time limit can at present usefully be 
set within which control can be terminated. 


2} PER CENT. GOVERNMENT 
BORROWING 
Mention has already been made of the un- 
expectedly large increase in our deposits. I 
feel bound to make some further reference to 
this phenomenon because I do not think it 





can be regarded as being entirely unconnected 
with the reduction to 2} per cent. of the 
rate for long-term Government borrowing. 

With a national debt of the present size 
a reasonably low interest rate is essential if 
the current burden is to be tolerable, and 
if the inflationary dangers of large budget 
deficits are to be avoided. At the same time, 
particularly when taxation on the modern 
scale is operating concurrently to reduce still 
further the return from savings, regard must 
be had to the effect on national habits of 
thrift. Individual saving has still a role to 
play as a source of capital for enterprise, and 
thrift is valuable for that reason to the whole 
body politic as well as to the individual saver. 
But at the present moment it plays an even 
more vital part in mitigating the pressure on 
the various physical controls which are still 
the necessary bulwarks against the perils of 
a purchasing power greatly in excess of the 
volume of purchasable goods. Thanks to the 
good sense and discipline of our people, such 
controls have been more effective in this 
country than in any other country in the 
world. For this very reason it is undesirable 
to subject them to undue strain or to prolong 
indefinitely the period of their continuance. 
It is no doubt within the power of the Chan- 
cellor of the Exchquer to reduce the long-term 
rate still further, if he is prepared to increase 
the proportion of floating to total debt. What 
is to happen in these respects will no doubt 
be revealed to us during the next 12 months. 
Meantime, perhaps I may be permitted to 
express the view that on balance the reduction 
in rate has gone as far as is consistent with the 
maintenance of that wholesome relation 
between spending and saving which, together 
with increased productivity, is vital to the 
restoration of our economic health. 


STAFF COLLEGE 

We are establishing a training college for 
our staff, and for this purpose we have acquired 
a freehold mansion, standing in its own grounds 
of about 30 acres, known as Eyhurst Court, 
Kingswood, Surrey. We intend in the first 
instance to concentrate on a course for men of 
about 40 years of age who, through war service, 
have lost some valuable banking experience 
and training. Thereafter our basic scheme will 
include two courses—a junior course and a 
senior course. Accommodation is available 
for some 40 to 50 students as residents, as well 
as the residential staff. There are suitable 
lecture rooms and facilities for recreation. We 
believe that the courses which we propose to 
hold will widen the outlook of our future 
officials and will help to equip them for 
managerial and other responsible posts. 

I desire once again to pay a tribute to the 
work of our whole staff, both permanent and 
temporary, men and women alike; from the 
chief general managers to the humblest 
messenger they form a grand team, united in 
their devotion to the service of the bank and 
through the bank to the service of the share- 
holders and of the public. 
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MARTINS BANK 


PROFIT RESULT 


ADVANCES TO TRADERS 


GOVERNMENT BORROWING 


MR. F. A. 


BATES’ REVIEW 


general meeting of members of Martins 
Bank Limited was held on Tuesday, 
January 28, at the Head Office, Liverpool. 


The following statement by the Chairman, 
Mr. F. A. Bates, M.C., A.F.C., D.L., has been 
issued to members along with the report of the 
directors and balance-sheet for the year ending 
December 31 last: 


The net profit for the year is £708,763, which 
is £62,956 higher than in the previous year. 
The directors regard this as a very satisfactory 
result. It will be realised that part of the 
addition to profit is due to the lower rate of 
income tax, and for the same reason the 
members are receiving a larger net payment. 


Te one hundred and sixteenth annual 


Interim and final dividends have been 
announced and the following allocations made : 
To Published Reserve .. £60,042 
To Reserve for contingencies .. £150,000 
To Reserve for pensions £50,000 


To Premises Redemption £100,000 


You will observe from the balance-sheet the 
increase during the year of nearly £40 millions 
in the current and deposit accounts, bringing 
the total of this item to £252,555,790. This 
increment exceeds by some millions that which 
took place during any of the war years. Our 
experience of rising deposits, which is common 
to all the banks, cannot be looked upon as a 
matter for national congratulation in so far 
as it has been based upon an unbalanced 
budget and further Government borrowing 
from the banks. 


FINANCING TRADE 


Advances have expanded by £12,280,254. 
The ratio of advances to deposits is 17.94 per 
cent. against 15.53 per cent. a year ago. 
Analysis of this item shows that advances are 
well spread and that the return to peace-time 
production has, as was to be expected, resulted 
in new and heavier calls upon us by the com- 
mercial community. There has in fact been 
great activity in all the departments of the 





bank’s work and it is very satisfactory to 
note the gradual return to these normal 
banking functions. In accordance with the 
policy of the bank special attention has been 
given to applications for accommodation from 
the small as well as the large trader. Assistance 
has been provided to many small companies 
and traders by direct financial help and by 
introductions to those institutions whose 
function is the provision of more permanent 
capital than is usual under banking facilities. 


The liquidity of the balance-sheet continues 
high. Our holdings of cash, balances with other 
banks, market money, Treasury bills and 
Treasury deposit receipts amounting to 
£146,768,088 are 57.98 per cent. of our deposits 
against 54.49 per cent. a year ago. Early in 
December an announcement was made that, 
having regard to the character of bank assets 
now ruling, it had been agreed by the banks, 
in consultation with the Bank of England, 
that the daily ratio of cash balances to deposit 
liabilities will be maintained on the basis of 
8 per cent. instead of working to a Io per cent. 
basis on make-up days. This came into effect 
on December 31 last. 


MORE BRITISH GOODS 

The substantial increase of {5,688,634 in 
contingent liabilities arises mainly from credits 
established both in this country and abroad in 
connection with foreign trade. Owing to the 
demand for British goods from the liberated 
territories and other countries which were cut 
off from supplies during the war, the bank has 
handled an unusually large volume of foreign 
business and the number of documentary 
credits opened by purchasers of British goods 
has been considerable. 


During the year representatives of the bank 
have visited our banking correspondents in 
various European countries, the United States 
and Canada, and the recent visit of our Chief 
General Manager, Mr. McKendrick, to the 
leading banks in New York, Boston, Montreal 
and Toronto will have assisted in maintaining 
our cordial relationship with them. 
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I am pleased to report that our Trustee 
Department has steadily increased its business. 
During the last eight years the new appoint- 
ments of the bank as Trustees and Executors 
have more than trebled, which shows how 
greatly the work of this department is appre- 
ciated by our customers. 


Mr. C. J. Verity and Mr. M. Conacher have 
been appointed joint general managers, a 
measure necessary to meet the demands of a 
growing business on the time of the General 
Management. Both officers have long experi- 
ence of the bank’s affairs. 


VALUABLE FEATURE 


District head offices have always been a 
special feature of the organisation of this bank 
and the valuable work of the district boards 
and officers has been much in evidence. Their 
accessibility, we find, adds greatly to the con- 
venience of our customers in having their 
problems considered with speed and _ local 
understanding. 


I have further to report that the readjust- 
ment of the staff following the return of service 
men has been nearly completed and with 
greater ease than was anticipated. I am glad 
to say that it has been possible to offer per- 
manent appointments to a large section of our 
temporary staff. In briefly reviewing the 
year’s work, [ take the opportunity of thanking 


all members of the executive and staff for their 
services, not only at the head office but also 
in the district head offices and all branches of 
the bank, to whose initiative the satisfactory 
results achieved are largely due. I find the 
zeal and the quality of the service afforded at 
every branch most commendable. 


THE CHAIRMANSHIP 


Changes in the bank’s directorate have been 
referred to in the report and I now wish to 
inform the members that, owing to the death 
of my brother, Sir Percy Bates, last October, 
I felt it my duty to accept the chairmanship 
of the Cunard Steamship Company Limited 
and Cunard White Star Limited, which pre- 
vents me from giving so much time to the 
affairs of the bank. I have, therefore, with 
much regret, asked the Board to permit me to 
retire from the chair, a position in which I have 
had the honour of serving during the last eight 
years. The directors have agreed to release 
me immediately after the annual general 
meeting to be held on January 28 and they 
have chosen Mr. A. Harold Bibby to succeed 
me as chairman for election at the first Board 
meeting thereafter. Mr. Bibby is well known 
to the proprietors, having been a member of 
the Board since 1929. His wide experience 
of commerce and industry both in home and 
foreign trade is of great value to the bank. 





MARTINS BANK | 


LIMITED 


STATEMENT OF ACCOUNTS, 31st December, 


1946 


LIABILITIES 


Capital paid up 
Reserve Fund.. 


Current, Deposit and other accounts including Profit and Loss 


Account) 


Liability for Acceptances, Endorsements, ete. 


ASSETS 


Cash in hana and at Bank of England 


Balances with, and cheques in course of collection on other British 


Banks 
Money at call ‘and short notice 
Balances with Banks abroad 
Treasury Bills 
Treasury Deposit Receipts .. 
Bills Discounted ° pike 
Investments ... 


Advances to Customers and other accounts 


Bank Premises 


Liability of Customers for Acceptances, Endorsements, ‘ete. 


£4,160,042 
4,160,042 


253,150,207 
14,492,891 


£22,411,597 


| 
12,614,583 
25,975,000 { 
36,908 | 
18,230,000 | 
67,500,000 
439,683 | 
65,529,382 i 
45,973,930 
2.759.208 { 
14,492,891 | 


LONDON DISTRICT HEAD OFFICE: 68 LOMBARD STREET, E.C.3 
HEAD OFFICE: WATER STREET, LIVERPOOL, 2 











MIDLAND BANK 
LIMITED 


STATEMENT BY THE CHAIRMAN, 
THE MOST HON. THE MAROQUESS OF 
LINLITHGOW, K.G., K.T., ON THE 
REPORT OF DIRECTORS AND BALANCE 

SHEET FOR THE YEAR TO 
DECEMBER 31, 194°. 


the annual meeting on January 29. In 

place thereof the following statement was 
circulated to the shareholders with the report 
and balance sheet : 


Te Chairman did not deliver a speech at 


The continuing stringencies experienced in 
one way or another by every one of us have 
given a widespread impression that the 
transition from war economy has been dis- 
appointingly slow. The self-evident effects of 
war-time disruption of economic activity have 
obscured the fact that within the business life 
of the country substantial headway has been 
made towards the establishment of a smoothly 
working peace-time system. I propose to 
illustrate that fact, in my review of the affairs 
of our Company, by calling attention to the 
progress of reconversion in banking. 


RETURN OF STAFF 


At the height of the war effort more than 
half our permanent male staff, clerical and 
non-clerical together, were in the Forces, but, 
apart from the casualties—mercifully much 
lighter than in the first world war—which we 
lament, practically all have by now returned 
to their work in the Bank or its affiliated 
Executor and Trustee Company. Whereas 
when fighting ceased there were 8,500 Midland 
Bank men and women, counting both per- 
manent and temporary employees, in the 
fighting services, today the number is about 
2,700, consisting almost entirely of young men 
who came into the Bank from school, on a 
temporary basis, and have since been called up. 
The staff at work in the Bank, including the 
Executor and Trustee Company, has risen 
from the low war-time level of under 12,000 to 
15,300, or more than a thousand above the 
pre-war total. Meanwhile, however, the 
volume of business to be handled has grown. 


Our chief concern in the process of re- 
absorption from the Forces has been to provide 
returning men with the concentrated training 
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or re-training necessary to fit them, after an 
absence in many cases of six years or even 
more, for their work in the Bank, and further, 
to give them proper opportunities for the 
exercise of personal qualities developed during 
war service. We therefore made plans, in 
conjunction with the Staff Association, under 
which every member of the permanent staff 
resuming Bank work should be welcomed per- 
sonally, on his return to the Bank, by a 
reception committee made up of head office 
officials, branch managers and representatives 
of the Staff Association, with whom his 
banking record and war service could be re- 
viewed in relation to his aspirations for the 
future. Nearly 5,000 men have been in- 
dividually interviewed in this manner, and, 
while the procedure has placed a heavy burden 
on the panel of members of the committee, I 
am sure that their efforts have been well spent, 


Many of the returning men have had the 
benefit also of ‘‘ refresher courses *’ in our own 
training branches. The first of these was 
established, as an experiment, in London early 
in the war in order to give an intensive practical 
training to boys and girls coming straight into 
the Bank from school with the prospect, for the 
boys at least, of only a short period of Bank 
work before being called up. We now have 
nine training branches, placed at convenient 
centres throughout the country, and 6,000 
juniors have received tuition there. At present, 
however, the work of the training branches is 
concerned to only a small extent with the 
elementary instruction of new juniors, and 
much more with meeting the needs of returning 
ex-service men, over 2,000 of whom have had 
the advantage of these arrangements. 


We recognise that nothing can provide a 
complete substitute for the knowledge and 
skill that come from practice, but the experi- 
ment in preparing members of the staff for the 
more rapid and intelligent assimilation of the 
lessons of experience has shown itself to be 
abundantly justified. Accordingly it is our 
intention, for the future, that all new entrants 
into the Bank’s service shall pass through the 
training branches, while we shall continue to 
develop them for the further training of 
selected men at more advanced stages in their 
careers. Ordinarily, moreover, members of the 
staff are expected to obtain the certificate of 
the Institute of Bankers, which is regarded as 
providing the basis of professional qualification. 


Reconversion has not made such rapid 
progress as might have been desired in respect 
of premises. Much war damage has been made 
good, in whole or in part, at the 600 and more 
branches which sustained damage in greater or 
less degree, but, owing to building controls, 
we have hardly been able to make a start on 
the process of overtaking war-time arrears of 
maintenance and replacement, while none of 
the thirty-one branches totally destroyed has 
been rebuilt. Meanwhile, with more staff 
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available, we have been able to reopen many 
offices, particularly sub-branches, which were 
closed during the war. Altogether, we have 
about 1,950 offices open throughout the 
country, as against more than 2,100 in August, 
1939, and less than 1,800 towards the end of 
the war. 


RE-EXPANSION OF ACTIVITIES 


Another sign of the return to full service of 
the public is to be seen in the resumption of 
publication of the ‘‘ Midland Bank Review.” 
We believe it to be desirable, today perhaps 
more than at any previous time, that every- 
thing possible should be done to spread 
knowledge and understanding of economic 
conditions and problems. We feel, too, that a 
bank, by reason of the wide range of informa- 
tion gathered in the course of its business, has 
a part to play in this healthy process. Partly 
for this purpose and partly for the assistance 
of the management in the conduct of the 
Bank’s business, we have strengthened our 
internal organisation for economic information 
and research. 


I turn now to the actual day-to-day business 
conducted by the Bank, and first I would deal 
with the two major, traditional services of 
banking—the operation of a safe, rapid and 
economical system of transmitting money and 
the provision of credit for the conduct of 
business in its endlessly varied phases. There 
has naturally been a continuous increase, after 
a short recession at the outbreak of war, in the 
turnover on current accounts—lI say naturally 
because of the higher level of business activity 
and the rise in prices. The turnover on current 
accounts with this Bank has nearly doubled 
between 1938 and 1946, while the amount of 
cash passing over our counters is also much 
larger than before the war. More significant in 
the present context is the fact that the number 
of cheques and similar documents dealt with 
shows an appreciable enlargement, the increase 
having been most marked in the provinces. 
Then again, many new accounts have been 
opened at our branches all over the country, 
this expansion having been particularly notice- 
able during the past half-year. It follows that 
the amount of routine work in the day-to-day 
conduct of accounts is larger and continues to 
grow; the same is true also of the volume of 
work arising from the task which, though new 
to the banks, is of a somewhat similar 
character, namely that associated with clothes 
rationing. 


On a comparison of pre- with post-war, 
everyone knows that there is a different story 
to tell of the other main, traditional function of 
commercial banks, the provision of credit. For 
some years before the war a tendency towards 
self-financing had been perceptible in industry 
and trade ; the tendency became more marked 
during the war, and was strengthened by en- 
forced running-down of stocks in many 
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branches of business, generally restricted 
private trading opportunities, deferment of ex- 
penditure on repairs, replacement and re- 
building, and the provision by Government 
departments of finance for operations which 
ordinarily might have been conducted on bank 
credit. At that stage, moreover, bank lending 
was concentrated on production essential to the 
war effort. The specifically war factors have 
been working themselves off to some extent 
during the past vear or so, resulting in a sub- 
stantial increase in bank advances, to about 
the pre-war level; but when allowance is 
made for higher prices and costs in industry 
and trade the total is still well below the pre- 
war volume. So also is the number of ad- 
vances outstanding, though here too an increase 
has occurred since the war ended. The fact 
that to some extent war factors are still in 
operation, in the form of shortages of supply 
and restrictions on physical reconstruction, 
suggests that the re-expansion of advances may 
be expected to continue. Moreover, while 
some outlets for lending have been permanently 
narrowed—lI am thinking, for example, of the 
new central Government arrangements for 
rreeting a large part of the borrowing require- 
ments of local authorities—the openings for 
enterprise in industry and trade are presenting 
the banks with opportunities for lending in 
which they can practise, with due regard for 
the prudence required by their responsibilities 
to depositors, their long-established aptitude 
for informed and far-seeing judgment of 
business and personal capacity. Thus our 
own ‘special advances,’’ by which we lend 
for small-scale enterprise on the basis primarily 
of the character and capacity of the borrower, 


now number about 1,500 and exceed {2} 
millions in amount, ex-service men _ being 
prominent among those assisted in this 


particular way. The process of advancing to 
enterprise still remains that particular part of 
the business which calls most insistently for 
the exercise of the special, highly trained 
qualities of the banker. 


INTERNATIONAL BUSINESS 


One section of the Bank’s activities which 
has conspicuously reflected the process of re- 
conversion from war to peace is that concerned 
with overseas trade and international trans- 
actions generally. The Midland was the 
pioneer among joint stock banks in entering 
the foreign exchange field on its own account, 
and in the course of a generation built up an 
unrivalled position in respect of both the 
volume and quality of its service. It has been 
my privilege to visit, since I became Chairman, 
various countries in the Middle East and in the 
Americas, and everywhere I have been im- 
pressed—as have officials of the Bank visiting 
those and other territories—with the warmth 
of the welcome received and the high esteem 
in which the name and service of the Midland 
Bank are held. I attribute this not only to the 
direct value of day-to-day association with us, 











but also to the fact that we have throughout 
maintained the policy, which we have no in- 
tention of reversing, of operating abroad solely 
through local banks rather than through 
branches or subsidiary or affiliated under- 
takings of our own. 


With the outbreak and extension of the war, 
foreign business naturally fell away sharply and 
heavily ; moreover, it underwent a change of 
character, becoming concerned preponderantly 
with carrying out the official foreign exchange 
regulations, the mobilisation of overseas assets 
and similar war tasks. The concentration of 
import trade in Government departments and 
the deliberate contraction of exports severely 
diminished the opportunities for normal 
business. The statf of the Overseas Branch, 
along with the special branches in provincial 
centres closely identified with foreign trade, 
declined from about 700 in 1939 to well under 
300 in 1944. So rapid, however, has been the 
re-expansion since the end of the war that the 
staff is now appreciably larger than in 1939 
and even so is heavily strained to cope with 
the volume of work to be handled. 


Among the factors contributing to this re- 
expansion are some which can be read as 
highly gratifying from the national point of 
view, in that they indicate not only a rapid 
growth of the country’s export trade, but an 
unimpaired degree of confidence, on the part of 
traders abroad, in sterling and in the technical 
services available in London as a financial 
centre. Thus the amount of Midland Bank 
confirmed credits and acceptances outstanding, 
which declined to very small figures during the 
war, is several times what it was in 1938. 
Everyone, I think, has been surprised by the 
size and rapidity of the expansion in the use of 
documentary credits, the number of which 
opened by our Bank during the past half-year 
is more than twice what it was eight vears ago. 
The strength of the increase is to be traced 
largely to British export trade, but also to a 
growing demand abroad for London bankers’ 
credits as a means of financing movements of 
commodities in which this country is not 
directly concerned. Some of the biggest among 
recent credits have covered shipments between 
countries other than Great Britain—many of 
them outside the sterling area—of such com- 
modities as wheat, fish, meat, jute, rubber and 
phosphates, and this type of transaction is 
becoming more and more prominent in our 
business. There has also been a welcome 
recovery in the volume of foreign bills collected 
on behalf of customers 


The resumption of overseas travel, while in 
some degree to be regarded as a restoration of 
personal freedom and of holiday facilities, is 
also an indispensable part of the strategy of 
the export campaign ; and here too the growth 
of our business is illustrated by the fact that 
for the past half-year the issue of Midland 
Bank travellers’ cheques, which almost 
vanished as the war went on, was twice as large 
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in number as for the second half of 1938. You 
will doubtless have read of our branches on the 
Queen Elizabeth, which will shortly be paralleled 
by similar offices on the Queen Mary—the two 
great Atlantic liners which are in themselves 
a lasting tribute alike to the vision of the 
owners and the technical excellence of the 
builders and all associated with them. Be- 
tween them the sister ships are to maintain a 
weekly service capable of transporting no less 
than 200,000 people to or fro in a year; and 
we take particular pride in having resumed our 
pre-war practice of providing a full banking 
service for business men and others, whether 
British or foreign, travelling across the Atlantic 
in the principal Cunarders. As this traffic 
comprises a continuous demonstration of the 
unimpaired quality of British shipping, so our 
branches on board testify to the international 
worth of British banking service. 


As a bank we can, I think, claim some small 
part of the credit for the rapid re-expansion of 
the country’s export trade and the re- 
establishment of sterling as a world currency. 
Before the war ended we made plans to ensure 
that no opportunities for British export trade 
should be lost for lack of knowledge which the 
Bank was in a position to supply ; and today 
we have a considerable department, within our 
Overseas Branch, providing a_ specialised 
advisory service to traders conducting foreign 
business and dealing with a wide range of 
inquiries on such matters as export openings, 
agency and other forms of representation 
abroad, and trade, customs and exchange 
regulations in foreign countries. From the 
other side, we appreciate the compliment paid 
to us in the large number of bankers and other 
visitors from overseas who make a point of 
calling upon us during their visits to London 
and by the growing practice among banks 
abroad of seeking information from us con- 
cerning matters of interest to British trade. 


All this activity has to be carried on within 
the framework of war-time Government 
regulations, now to be made permanent in 
modified form under the terms of the Exchange 
Control Bill. The work entailed by these 
regulations lays upon us a heavy burden, which 
we recognise as being unavoidable in the 
changed position of our country. With the 
post-war re-expansion of trade, the control 
forms dealt with by our Overseas Branch 
already run into several hundreds of thousands 
a year. As the system has become settled, 
much of the work is standardised; but our 
position as agents for the authorities, who 
repose a large measure of responsibility in us 
for ensuring compliance with the regulations, 
means that constant scrutiny has to be exer- 
cised and skilled knowledge and judgment 
continuously applied to the details of all 
transactions. Moreover, many proposals re- 
quire special consideration, frequently in- 
volving intricate discussion by us, on behalf of 
our customers, with the authorities. To 
summarise, while over the years our foreign 
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business has undergone many changes, we can 
derive satisfaction from its continuing growth 
and from the contribution we are thus able to 
make to the rehabilitation of the country’s 
economic welfare. 


EXPANSION IN OTHER DEPARTMENTS 


Another type of business associated with the 
banks which has shown marked expansion is 
that of executorship and trusteeship. With us, 
this is concentrated in a separate company 
which, however, is wholly owned and con- 
trolled by the Bank, thus forming an integral 
part of our organisation and being subject to 
precisely the same condition of utmost secrecy 
and confidence concerning customers’ affairs 
as applies to ordinary banking relations. 
Contrary to experience in the foreign depart- 
ment of the Bank’s activities, there was, in 
the very nature of the service rendered, no 
war-time contraction in the Company’s 
business; indeed, it emerged from the war 
with roughly half as much again as at the 
beginning, and the growth has continued into 
the peace. Enlargement of personnel to cope 
with the pressure of increasing work was im- 
practicable during the war, but there are now 
about 500 men and women on the staff as 
against 300 in 1939. Thorough internal re- 
organisation has put the Company in a position 
to handle additional work as it comes along, 
and the speed of administration has been 
materially improved. One branch which was 
closed during the war has been reopened and 
a new one established, making a total of 
twenty-one distinct branches, quite apart from 
the representation of the Company through all 
the branches of the Bank itself ; and plans are 
well forward for still further extension. The 
business handled by the Company is widely 
varied, but expansion is continuous; lately, 
for instance, there has been a noticeable in- 
crease in the appointments of the Company as 
custodian trustee of pension and superannua- 
tion funds established by employers, usually 
on a contributory basis, for the benefit of their 
staffs. 


In total, therefore, the volume of work 
undertaken within our organisation is greater 
than before the war, though the proportions 
as between different sections of the service 
have altered. Similarly, the balance sheet 
shows marked overall expansion—the total at 
the end of 1946 was two-and-a-half times that 
at the end of 1938—but important changes 
have occurred in the composition of both assets 
and liabilities. Over the past year the con- 
tinuance of ‘‘ deficit finance ’’ on the part of 
the Government, the extent of which is 
diminishing as war expenditure recedes, has 
created additional bank deposits, and the pro- 
cess has been accentuated by the evident 
preference of the public for keeping liquid 
Money available for use as supplies of goods 
and services are enlarged. 


I have mentioned already the upward move- 
ment in advances, which even so represent less 
than one-fifth of deposits as compared with the 
one-half or thereabouts which was customary 
before the war. Advances and investments 
together make up two-fifths of deposits as 
against the old standard minimum of about 
two-thirds. For the rest, our assets consist 
mainly of short-term accommodation to the 
Government. Altogether, the extent to which 
deposits are covered directly by Government 
obligations comes to about thirteen shillings in 
the pound, quite apart from indirect finance 
provided through the money market and by 
our holdings of cash. 


FUTURE OF BANKING 


Much that has been said in this review of the 
Bank’s post-war activities is directly relevant 
to the widely discussed question of the future 
of banking. The question can hardly be 
answered effectively, that is to say by fore- 
casting the relative weight of the constituent 
functions of banking, until experience has been 
gained of working under the new conditions 
—conditions in which the financial system is 
to be regulated and directed with the deliberate 
and dominant purpose of maintaining a high 
and steady level of employment. The three 
new statutes designed to this end consist largely 
of enabling legislation, under which the 
authorities have discretion, over a broad area, 
to act or not to acc in a variety of ways and to 
prevent or pern it a wide range of transactions 
in private industry, trade and finance. All of 
them touch, to an extent which only practice 
can precisely determine, the activities of the 
commercial banks. Moreover, various other 
measures, such as those for nationalising the 
coal and other basic industries and for render- 
ing permanent the centralised buying of raw 
cotton, must have their effects upon the 
volume and shape of the business the banks 
conduct; and meanwhile uncertainty as to 
the future of particular industries tends to 
obstruct enterprise in various branches of 
business activity. As regards the effect upon 
banking, however, the history of its develop- 
ment in this country is marked, from the 
beginning, by a quality of adaptability which, 
as I have shown, has been very much in 
evidence once again in the short period since 
the war ended. I therefore conclude that, one 
way or another, banking has an assured place 
in the country’s economic structure. There is 
no sufficient ground for thinking, as discussion 
of the question might seem to have implied, 
that the days of enterprise in banking are 
numbered ; we find that invigorating element 
at work in the various developments I have 
mentioned, and I see no reason to suppose that 
the process of adaptation to the ever-changing 
needs of the public in their financial affairs 
will provide less opportunity in the future than 
in the past for the quality of enterprise em- 
bodied in the personnel of our well-tried 
banking system. 
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NORTH OF SCOTLAND BANK 


(AFFILIATED WITH THE MIDLAND BANK) 


INCREASED 


NOTEWORTHY 


INCREASE IN BALANCE 


PROFITS 


SHEET FIGURES 


MR. JOHN S. ALLAN’S REVIEW 


of Scotland Bank Limited was held on 
January 29 at Aberdeen, Mr. John 5S. 
Allan, D.L., Chairman of the Bank, presiding. 
In submitting the report the Chairman said : 
Before dealing with the main business of the 
meeting I should like to record that during the 
past year the Directors received and accepted 
with regret the resignation of Mr. A. S. R. 
Bruce, Deputy Chairman, who, since 1924, 
had been a valued memtber of the Board. Mr. 
Frank Fleming, who joined the Board in 
June, 1926, was appointed Deputy Chairman. 


T HE annual general meeting of the North 


INCREASED PROFITS 
I assume it is your pleasure that the annual 
report of the Directors which has already been 
circulated be taken as read. 


It will be observed that the net profit of 
£248,487 represents an increase of £10,212 on 
the previous year’s figure and as there falls to 
be added the balance of {£100,007 brought 
forward, a total of £348,494 is available for 
distribution as follows: 





£ 

To Bank Buildings Account . 10,00 
Widows’ and Dependents’ Fund 7,500 
Reserve Fund Aa : 25,000 
Contingency Account .. .. 20,000 

In payment of an Interim Dividend 

at the rate of 8 per cent. actual 

for the half-year to June 30 

last (£91,280, Jess Income 
sam) - ny 50,204 
Income Tax on above Dividend 41,076 
£153,780 

and the Directors recommend the 

payment of a Dividend at the 

rate of 8 per cent. actual for 

the half-year to December 31 

last ({91,280, Jess Income 
Tax) .. r a 50,204 
Income Tax on above Dividend 41,076 
£245,060 
leaving £103,434 to be carried forward. Full 


provision has been made for all bad and doubt- 
ful debts. 


BALANCE SHEET CHANGES 
Turning to the Balance Sheet, it is gratifying 
to record in the first place the noteworthy 
overall increase of 12.1 per cent. in our figures 
for the year. Deposits and other credit 
balances at £54,626,397 show an increase of 
approximately {5,750,000 which constitutes a 


record in the history of the Bank. The increase 
in our Note circulation of {1,153,134 is not only 
a corollary of our expanded business but is in 
some degree a reflection of the higher wages 
ruling in industry and the continued practice 
of the public to retain more cash in their 
possession than is necessary for current 
requirements. 

On the assets side it will be observed that 
our customary highly liquid position has been 
fully maintained. Cash on hand, balances 
with the Bank of England and other banks, 
and money lent to the money market at call 
and short notice, aggregate £18,921,997, 
showing an increase of £2,705,025. If the 
amount of Treasury Deposit Receipts is 
added, the total of {22,921,997 represents 37 
per cent. of our liabilities to the public. 


British Government and other securities at 
£32,376,436 show an increase of £1,845,794. 
Advances amount to £8,745,385, representing 
an increase of {2,407,978 or 38 per cent. 
during the year. It is pleasing to record that 
the increase in advances is spread over a wide 
variety of trades and industries, and is further 
evidence that the Bank is at all times ready to 
assist in the finance of industry, commerce and 
trade. The multifarious problems arising out 
of the transition from war to peace are still 
affecting the lending side of the Bank’s 
activities but with a continued, if gradual, 
increase in the supply of raw materials, 
labour and manufactures, and a return to more 
settled conditions, this item should still 
further expand. 


While there are still some members of our 
staff serving with H.M. Forces, the great 
majority have resumed their peace-time 
duties in the Bank. We welcome them back 
and it is gratifying to record how quickly and 
efficiently all are settling down. 

During the past year, war-time allowances 
and bonuses were consolidated with salaries 
ar.d a new scale for the men and women in the 
Bank was adopted. I take this opportunity 
of expressing our deep gratitude to Mr. 
Webster, General Manager, the Head Office 
Executives, the Branch Managers and other 
Officials, for their untiring and faithful service 
during the past year. 


AGRICULTURE 


The Bank is closely associated with the 
special problems relating to the agricultural 
industry. In the decade before 1939 this basic 
industry suffered severely during the prevailing 
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international economic depression, although 
some improvement in the middle of this period 
was attributable to the legislation passed by 
successive Governments permitting the estab- 
lishment of Marketing Boards and the payment 
of subsidies in respect of certain cereals and 
livestock. 


On the outbreak of war the Government 
issued orders fixing the prices of the more 
important agricultural commodities, while the 
Agricultural Executive Committees were 
formed to organise and develop production. 
The work of these Committees during the 
strenuous war years and in the difficult 
transitional period deserves the highest praise. 


In Scotland nearly 70 per cent. of the total 
farm land is in the form of hill grazings. This 
branch of farming has not been so prosperous 
as others, and although annual subsidies 
totalling {7,000,000 have been paid since 1941, 
these have been insufficient to prevent much 
of the land and the holdings deteriorating. The 
Hill Farming Act, 1946, affords hope of 
alleviating many of the economic problems 
facing this section of the industry. 


In the near future a new Scottish Agriculture 
Bill will be introduced with the object of 
promoting a stable and efficient agricultural 
industry. The long-term agricultural policy of 
guaranteed prices and assured markets is one 
which commends itself to all interested in the 
future prosperity of Scotland, and it is hoped 
that the so-called ‘‘ twin pillars ’’ of stability 
and efficiency will ensure that agriculture 
continues as one of our basic and greatest 
industries. 


FISHING 


Fishing represents another indigenous 
Scottish industry in which many of the Bank’s 
customers are engaged. One of the problems 
facing the White Fish industry is that of over- 
fishing and it is hoped that by international 
agreement some scheme will be evolved to 
prevent such a catastrophe. The Inshore 
fishing industry continues to prosper and the 
development of the seine net boat has brought 
a large measure of prosperity to many small 
communities settled on the North-East coast 
and Moray Firth areas. In the herring 
industry the bold and enterprising plans of the 
Herring Industry Board will no doubt be 
studied and examined by all sections of the 
industry. The policy of utilising maximum 
production as opposed to restriction of pro- 
duction has much to commend it. The object 
of the Board’s proposals is the restoration of 
the Herring Fishing industry by 1951 to the 
level of prosperity it enjoyed in 1914 when 
landings amounted to 3,000,000 crans. To 
teach this target it is obvious that quick- 
freezing plants and oil and meal factories must 
be made available to provide outlets capable of 
absorbing the widely varying quantities of 
herrings landed from day to day during the 
fishing seasons. Much will also require to be 
done in the way of modernizing and re- 
building the fleet as many boats are meantime 
obsolete or obsolescent. 


UNEMPLOYMENT 

It is disquieting to note that unemployment 
in Scotland at the present time amounts to 
almost one-fifth of the aggregate unemployed 
in Great Britain. Unemployment is especially 
serious in many of those districts formerly 
known as the “ depressed areas.” The setting 
up of trading estates in these development areas 
will eventually absorb large numbers of un- 
employed. It should, however, be recognized 
that the policy of providing work in industria] 
areas generally, may tend to accentuate still 
further the drift of labour from the country. 
Such an undesirable tendency can only be 
avoided by bold and energetic planning on a 
national scale and the policy must aim, among 
other things, at bringing industries to the rural 
communities. 


BALANCE OF PAYMENTS 


A feature giving cause for not a little anxiety 
is the problem of the balance of payments. 
Our international economy is meantime 
dominated by two things, both transitory in 
character. One is a sellers’ market and the 
other the American and Canadian credits. At 
present we find ourselves maintaining a heavy 
adverse balance of trade with the “ hard” 
currency countries and a favourable balance 
of trade with many of the “‘soft’’ currency 
countries. The situation will not likely 
improve in July next, when sterling will be 
freely convertible under the terms of the Anglo- 
American Financial Agreement. It is of the 
greatest importance that the proceeds of the 
dollar credits should be wisely spent in the 
provision of foodstuffs, raw materials, and 
machinery essential for the prosperity of our 
industries. 

THE FUTURE 

The road will not be an easy one. Hampered 
and restricted as we are by the loss and 
excessive wear and tear of much of our pro- 
ductive capital assets, by the enforced liquid- 
ation of so many of our overseas investments, 
and by the lack of certain essential raw 
materials, recovery must necessarily be difficult 
and arduous. These adverse conditions 
resulting from the catastrophic war from which 
we have just emerged need not, however, give 
cause for despondency. When we recall the 
proved resiliency and staying power of our men 
and women in war, we can be sure that these 
same men and women, realizing the difficulties 
confronting them, will not be found wanting in 
their wholehearted response to the manifold 
tasks of peace. 

I now formally move the adoption of the 
Report and payment of a dividend at the rate 
of 8 per cent. actual for the half-year to 
December 31, 1946, less Income Tax, making 
16 per cent. for the year. 

The Report was approved. 

Mr. James A. Mackie, The Right Hon. Lord 
Forbes, and Sir George W. Abercromby, Bart., 
who retired by rotation were re-elected. 

Messrs. Thomson McLintock & Company, 
Chartered Accountants, were re-appointed 
Auditors. 
















































WESTMINSTER BANK 
LIMITED 


THE DEVELOPMENT OF 
EXPORT TRADE 


RUPERT E. BECKETT'S 
STATEMENT 


HON. 


Westminster Bank Limited will be held 

at the Head Office, 41, Lothbury, London, 
E.C.2z, on Wednesday, February 5, 1947. The 
following are extracts from the Statement by 
the Chairman, the Hon. Rupert E. Beckett, 
which has been circulated with the Report 
and Accounts :— : 


For the past year deposit and current 
account balances show an increase of more 
than {130 millions. We have earned a profit 
available for distribution of £1,366,622, which 
is less than 1945 by £38,970. It has been 
decided to deal with this sum as follows: 
to place £300,000 to Officers’ Pension Fund, 
£200,000 to Bank Premises Reinstatement and 
Rebuilding Account, and to pay, less tax, the 
same dividends as last year. This year there 
appears for the first time in our Statement of 
Accounts the audited aecounts of our Foreign 
Auxiliary, Westminster Foreign Bank; the 
year’s working has resulted in a modest 
profit. The Ulster Bank figures are satis- 
factory, though the profit is some £5,000 less 
than that for 1945. 


Tw Annual Ordinary General Meeting of 


CHEAP MONEY 


I pass on to the subject that engrosses the 
attention of all—our country’s economic well- 
being. Our budgets are coming down to more 
tractable levels. We have succeeded in 
limiting the annual interest and management 
charges on our National Debt to about double 
the pre-war sum, an achievement highly 
gratifying to the taxpayer. But this modera- 
tion of the tax burden has been made possible 
by the unrelenting pursuit of cheap money, 
which is arbitrary and often inequitable in its 
effects and has distinctly unfavourable re- 
actions on various sections of the community. 
For a great many humble folk it whittles down 
their small incomes derived from Government 
investments whilst, in another important 
direction, it creates serious and increasing 
difficulties for Trustees and all concerned with 
pension and provident funds. Cheap money 
involves a fine balance of conflicting interests, 
and we appear to have arrived at a point where 
particularly sound judgment is called for. A 
significant feature is that the continuous down- 
drive of Government interest rates forces in- 
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vestors to seek better yields elsewhere, inflating 
the prices of equities and of new share issues 
to levels which may not prove justified by 
actual trading results in the testing years 
ahead. 


In the field of labour, it is no mean accom. 
plishment to have carried out smoothly and 
efficiently the demobilization of over four 
million men and women from the Armed 
Forces and Auxiliary Services within the brief 
space of eighteen months. Our present labour 
force is only approximately at the same 
strength now as in June, 193y, and, moreover, 
is still maladjusted to to-day’s needs. Shortages 
of labour in particular trades—notably, cotton 
—are common, and there are also significant 
shortages of several important raw materials 
—of coal, steel, timber, and vegetable oils. 
All this means irksome delays and hindrances 
to continuous running and smooth production, 


THE COAL INDUSTRY 


Our coal industry is in a most unsatisfactory 
state. Since June, 1945, the average number 
of miners has been approximately 700,000, 
as compared with 782,000 in 1938, ie. a 
decrease of 10.5 per cent. The average output 
in tons per manshift worked has been about 
1.01 tons, as compared with 1.14 tons in 1938 
—a decrease of 11.4 per cent. The total pro- 
duction of coal since June, 1945, has been at 
the annual rate of 185 million tons, against 
226 million tons in 1938. The present produc- 
tion is not sufficient to meet even our domestic 
and industrial needs, as our own household 
supplies and the recent temporary closing of 
some works and factories have testified. Con- 
sequently our exports of coal are almost 
negligible, whereas in 1938 we sent abroad 
36 million tons, valued at £37 millions, receiving 
back greatly needed imports of food and raw 
materials of like value. And this £37 millions 
was a valuable contribution towards our 
balance of international payments. 


We must get more men, and especially 
young men, into the mines. We must make 
the lot of the miner as agreeable as the hard 
conditions allow, so that he is inspired to 
work with a will and produce to his full 
capacity. If we cannot solve the coal problem, 
our future as a leader in the industrial world 
is indeed bleak, and our standard of living 
must remain low. 


THE EXPORT TRADE 


The development of our export trade affords 
us some encouragement. From the low point, 
three years ago, when the volume of exports 
was about a third of the 1938 volume, we have 
steadily gone ahead until now we are running 
at a level about 20 per cent. above that of 
1938. Even in a seller’s market, this may be 
accounted a creditable performance. It has 
been assisted by the drafting of considerable 
numbers of workers into the export industries, 
until now there are 50 per cent. more workers 
so engaged than in June, 1939. It has been 
thought that we had only still further to 
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expand the numbers to go on increasing output. 
But this is proving fallacious: it is of little 
use drafting more men into the export indus- 
tries while shortages of important raw 
materials, shortages of power, and difficulties 
of transport, block the way to progress. Then 
it appears that far too much of our export 
trade is being done with ‘soft currency ”’ 
countries. Half our imports are coming from 
America and Canada and only 14 per cent. of 
our exports are going there. The American 
and Canadian loans are helping us out for the 
time being, but Sir Stafford Cripps has re- 
minded us that the dollars are being rapidly 
spent, and once these are exhausted we shall 
have at our disposal only those which we can 
earn. So our problem is not only to produce 
goods for export, but to see that when produced 
they go to the right markets. Though we have 
reason to be gratified with the rapid expansion 
of our exports so far, still greater efforts are 
needed if we are to reach the goal of an increase 
of 75 per cent. 1 volume over 1938. The need 
is emphasised in the unofficial tentative 
estimates of the deficit in our balance of pay- 
ments for this year, which put the figure at 
some £400 millions. 


DOMESTIC AFFAIRS 


In the sphere of domestic affairs, the general 
characteristics are already too familiar to us 
all. The rehousing of our people continues to 
be slow and wholly inadequate to the great 
need. The total of nearly 43,000 new per- 
manent houses completed at the end of 
November last is, by any yardstick that can 
be applied in our extremely necessitous cir- 
cumstances, trifling. Our food situation 
remains frugal and austere, and it is dis- 
appointing that we are still in the precarious 
position of facing possible cuts in our meagre 
rations, rather than passing on to a fuller and 
more varied diet. There is nothing to suggest 
any material alleviation of these conditions for 
a long time ahead. On the other hand, it is 
true to say that neither large-scale unemploy- 
ment and the poverty that accompanies it, 
nor the under-nourishment of a large section 
of the poor of the community, is now to be 
seen in our land. And children are cared for, 
as 2, national trust, more solicitously than ever 
before. In terms of human values, indeed, 
there has been progress beyond gainsaying. 
Domestic goods remain in short supply. 
Hardware goods are easier to obtain, and the 
shops selling such goods are perhaps nearer in 
their window-displays to those familiar to us 
all in pre-war days than any others. But 
these goods, though useful, are secondary. 
The most urgent requirement of the people, 
apart from food, is clothing and footwear, 
and new stocks of household linens and fur- 
nishings, and for none of these is there early 
promise of supplies commensurate with the 
huge pent-up demand. 


It is obvious from what I have said that we 
have not yet moved very far along the road 
to recovery. There are many factors impeding 
progress, and we have by no means exhausted 
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them when we remark the shortage of labour, 
shortages of essential materials, worn out 
machinery and transport, etc. There is some- 
thing far deeper than all these. In considering 
our future prospects, two comparatively new 
factors have to be taken into account. The 
first of these is the modern growth of Govern- 
ment intervention. 


EFFECT OF CONTROLS 


The war forced us to turn the whole of our 
energy and resources into the single task of 
its prosecution, and this entailed Government 
direction throughout our economy. Controls 
are mainly repressive in their effects but the 
demands of peace are all for freedom and 
enlargement. Whilst it must be conceded 
that still, eighteen months after war, the 
withdrawal of the principal controls is not yet 
practicable, trade development is undoubtedly 
hampered by their cumbrous, tedious, time- 
and labour-wasting operation, and so long as 
we have to suffer them, they should be made 
as simple, rapid, and easy to work as possible. 
And their mitigation, and eventual removal, 
must be kept ever in view. The merits and 
demerits of nationalization I shall not here 
discuss. But I do question the timeliness of so 
radical and far-reaching a change at this 
present juncture. Benefits cannot be expected 
to accrue except over the course of years. Our 
present-day problems are essentially short- 
term ; we want tangible results in the shortest 
possible time. 

The second of the new factors which I note 
is the prevailing psychological attitude of our 
people. A spirit of apathy, of disinclination 
to exert oneself, pervades the whole com- 
munity, and there is little sign anywhere of 
willing and cheerful service. Many people— 
and, regrettably, young people, in whose hands 
lies the destiny of our country—are feeling the 
urge to play for safety and security. The spirit 
of adventure is being curbed and there is an 
unwonted readiness to go under the umbrella 
of a Government Department or a Government- 
owned industry. 


The heart of all our problems is production. 
With shortages of modern machinery and 
equipment, we must rely ultimately on man- 
power. Production means taking off our coats, 
disregarding the clock, forgetting the imme- 
diate rewards, and slogging at our jobs. It is 
the hard way to our salvation, but there is no 
other. And a bit of conscientious work will 
help us to regain that morale and self-respect 
we stand in danger of losing. 

If, starting with the coal industry, all workers 
in all walks of life—directorates, managements 
and rank-and-file—will re-dedicate themselves 
to their daily tasks, working not in self-interest 
alone but in the true team spirit, the sooner 
will a greater and brighter day dawn for Britain 
and once more prove that her long and dis- 
tinguished industrial record is justified by the 
sterling qualities still inherent in her sons 
to-day. ‘‘In due season we shall reap if we 
faint not.” 
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vious 12 moaths. We bring in from our 1945 
accounts the sum of £814,397 2s. 8d., making a 
disposable total of £2,145,468 7s. 1d., out of 


NATIONAL 


PROVINCIAL BANK 


RESERVE FUND NOW {10,000,000 
CAPT. E. C. ERK SMITH'S 
STATEMENT 


HE One Hundred and _ Fourteenth 

Annual General Meeting of the National 

Provincial Bank Limited was held on 
January 30 at 15, Bishopsgate, London, E.C. 


The following is the statement by Captain 
Evan Cadogan Eric Smith, M.C., the chairman, 
circulated to the shareholders : 

At the annual meetings of the last 13 vears 
it has been our privilege to sit under the chair- 
manship of Lord Colgrain and to receive from 
him a review of the situation of the bank and 
of the conditions of finance and trade. The 
announcement of Lord Colgrain’s wish, by 
relinquishing the chair, to seek some relief 
from his heavy responsibilities has already 
been made public. I would desire to express 
to him our deep debt of gratitude for the work 
he has done for the bank since he joined the 
board in 1903. As you know, for four years 
he was deputy chairman and he has occupied 
the chair since 1933. I am happy to tell you 
that Lord Colgrain will retain his seat on the 
board. 

Sir Frederic A. Aykroyd, Bt., has retired 
from the Bradford and District local board 
of the bank, which has thus lost the benefit of 
his great knowledge of the business of the West 
Riding, from which it had profited for so many 
vears. Mr. Cecil William Aykroyd and Mr. 
Ronald Arthur Charteris Foster have been 
appointed local directors of the bank for 
Bradford and District. Sir Victor G. Carey 
has been reappointed to the local board in 
Guernsey, on relinquishing his appointment as 

Sailiff. 
STATEMENT OF ACCOUNTS 

The most noteworthy change in our balance- 
sheet figures for December 31, 1946, as com- 
pared with those at the end of 1945 is an 


increase in current, deposit, and other accounts 
from {619,000,000 to £726,000,000. 


Advances to customers and other accounts 
amount to {£154,000,000. The figure a year 
ago was {131,000,c00. The increase in the 
amount we have lent to our customers as 
shown by a comparison of the two accounts is 
therefore £23,000,000, but in consequence of 
the increase in the amount of money lodged 
with us, the ratio of advances to deposits 
shows little change. 


PROFIT AND LOSS 


Our net profit for the year is {1,331,071 4s. 5d. 
compared with £1,356,025 4s. 4d. for the pre- 


which in August last an interim dividend 
at the rate of 7} per cent. per annum was paid, 
costing £391,025 18s. 2d. 


We recommend that the balance be disposed 
of as follows: The payment of a final dividend 
at the rate of 7} per cent., £391,025 18s. 2d., 
and the following transfers :—to bank premises 
account, {100,000, to pension fund, £150,000, 
to reserve fund, {250,00c, leaving £863,416 ros, 
od. to be carried forward. 


Your attention is particularly drawn to the 
transfer to the reserve fund. For some years 
our published reserve has stood at a figure of 
£9,479,416, equal to our paid-up capital. 


The bank’s liabilities have steadily and sub- 
stantially increased, and in consequence your 
directors have decided that it is proper that the 
published shareholders’ funds, represented by 
capital and reserve fund, should now move in 
the same direction. To increase the reserve 
fund from {0,479,416 to £10,000,000 requires 
£520,584. 

From our internal free reserves we have 
transferred {270,584 which, with the recom- 
mended appropriation of {250,000 out of our 
profits for last year, provides the necessary 
transfer to establish our reserve fund at 
+ 10,000,000. 


FUTURE PROSPERITY OF THE 
NATION 


Although the business outlook does not call 
for deep despondency, it would be foolish to 
regard it with unmeasured optimism. There is 
a long way to go before the prosperity we 
once enjoyed can be restored. The balance of 
trade, crippled by the loss of a large propor- 
tion of our invisible exports, is at present 
barely convalescent. This is an old country 
and now no longer possesses large, latent and 
unexploited natural resources potentially 
capable of reversing an unfavourable trade 
position. Our chief remaining asset is the skill 
and capacity for hard work of the population. 
This is our principal export commodity, but in 
order to reap any benefits therefrom it mus 
operate. 

Above all, it must be made quite clear to 
the country that with increased school-leaving 
age and decreased pensionable age—both 
admirable in themselves—the tree is being 
simultaneously root-pruned and lopped or, if 
you prefer it, the candle is being burned at 
both ends. The intervening stratum, which 
represents what is left of the working popula- 
tion, has to support not only itself but both 
ends. It is surely merely a matter of mathe- 
matics that under these circumstances more 
work, not less work, is necessary from every 
individual. Unfortunately, while hard work 
and enterprise do not always receive an 
adequate reward, inertia and idleness too often 
participate in benefits to which they are not 
entitled. 
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